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“SECURITIES EXCHANGE ACT OF 1934 


Release No. 13082/January 18, 1977 
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The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 1934 
(“Exchange Act”) the temporary suspension of over-the- 
counter trading for a ten-day period commencing at 10:00 
a.m. (EST) on January 18, 1977 and terminating at midnight 
(EST) on January 27, 1977 of the securities of the following 
issuer which has failed to file with the Commission an annual 
report on Form 10-K for its fiscal year ended June 30, 1976 
and its quarterly reports on Form 10-Q for its quarters ended 
September 30, 1975, December 31, 1975, and March 31, 
1976: ECI Industries. 


The Commission initiated the subject suspension because 
the subject issuer failed to comply with the reporting provi- 
sions of the Exchange Act resulting in the lack of current and 
accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently availa- 
ble information and any information subsequently issued by 
the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the terminating of the trading suspension no quotation may 
be entered unless and until they have strictly complied with all 
of the provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with said 
rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in Washing- 
ton, D.C. If any broker or dealer is uncertain as to what is 
required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such time 
as he has familiarized himself with said rule and is certain 
that all of its provisions have been met. If any broker or 
dealer enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt enforce- 
ment action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13168/January 13, 1977 


INVESTMENT ADVISERS ACT OF 1940* 
Release No. 566/January 13, 1977 


ADMINISTRATIVE PROCEEDING 
FILE NO. 3-5145 
In the Matter of 


JAMES U. BLANCHARD, Ill d/b/a 
INTERNATIONAL INVESTMENT RESEARCH 


1506/SEC DOCKET 


1524 Hillary Street ‘ 
New Orleans, Louisiana 70118 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING = 


REMEDIAL SANCTIONS 


In connection with a proposed administrative proceeding, 
James U. Blanchard, Ill an investment adviser registered with 
Commission under the name International Investment Re- 
search, has submitted an Offer of Settlement which the 
Commission has determined to accept. Solely for the purpose 
of these proceedings pursuant to Section 203(e)(4) and (f) of 
the Investment Advisers Act of 1940, and without admitting or 
denying the findings herein respondents consent to the 
finding and sanctions set forth below. 


Accordingly, 1T |S ORDERED that proceedings pursuant to 
Section 203(e)(4) and (f) of the Investment Advisers Act of 
1940 be, and they hereby are, instituted. 


On the basis of the Order for Proceedings and the Offer of 
settlement, it is found that James U. Blanchard, Ill, in an 
action brought by the Commission, Securities and Exchange 
Commission v. Silver Stack Mines, Ltd., et al., Civil No. 77- 
0066 was permanently enjoined by final judgement of the 
United States District Court for the District of Columbia on 
January __, 1977 from violating Sections 5 and 17(a) of the 
Securities Act of 1933, Section 10b of the Securities Ex- 
change Act of 1934 and Rule 10b-5 thereunder and Sections 
204 and 206 of the Investment Advisers Act of 1940 and 
Rules 204-2 and 206 (4)-1 thereunder. In view of the 
foregoing, it is in the public interest to impose the sanctions in 
the offer of settlement submitted by James U. Blanchard, Ill. 


Accordingly, IT IS ORDERED that James U. Blanchard, III 
be, and he hereby is, suspended from engaging in the 
practice and activities of an investment adviser or association 
with any investment adviser for a period of sixty (60) days, 
effective at the opening of business on January 12, 1977. 


By the Commission 


George A. Fitzsimmons 
Secretary 





*Please note the Investment Advisers Act Release Number 
has been added. 


SERVICE LIST 


Rule 23 of the Commission's Rules of Practice provides that 
all amendments to movirg papers, all answers, all motions or 
applications made in the course of a proceeding (unless 
made orally during a hearing, all proposed findings and 
conclusions, all petitions for review of any initial decision and 
all briefs shall be filed with the Commission and shall be 
served upon all other parties to the proceedings including 
the interested Division of the Commission. 




















’ 


The attached Order Instituting Proceedings and Imposing 
Remedial Sanctions has been sent to the following parties: 


Securities and Exchange Commission 
Division of Enforcement 
500 North Capitol Street 
Washington, D.C. 20549 


Warren E. Blair, Chief 

Administrative Law Judge 

Securities and Exchange Commission 
1100 L Street N.W. 

Washington, D.C. 20005 


James U. Blanchard, Ill 

d/b/a International Investment Research 
c/o Peter Bierstadt, Esq. 

1335 North Orange Drive 

Hollywood, California 90028 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13169/January 14, 1977 


The Securities and Exchange Commission has issued order 
pursuant to Section 12(d) of the Securities Exchange Act of 
1934 granting the applications of the following companies to 
list the specified securities on the following stock exchanges: 
Pacific Stock Exchange, Inc.—The Federal Company, com- 
mon capital stock, $12.00 par value (effective as of January 
6, 1977). New York Stock Exchange, Inc.—City Investing 
Co., 9% sinking fund debentures, due 1996; A-T-O, Inc., 
93/g% senior sinking fund notes, due November 15, 1986; 
and Cleveland Electric Illuminating Co., 8%/s% first mortgage 
bonds, Series due December 1, 2011 (all effective as of 
January 6, 1977); Wisconsin Telephone Co., 81/4% forty year 
debentures, due November 15, 2016; and Credithrift Finan- 
cial Corp., 9% senior notes, due December 15, 1986 (both 
effective as of January 10, 1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13170/January 14, 1977 


In the Matter of 
THE DEPOSITORY TRUST COMPANY 


55 Water Street 
New York, N.Y. 10041 


3 (SR-DTC-76-4) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
THE DEPOSITORY TRUST COMPANY 


On April 29, 1976, the Depository Trust Company (“DTC”) 
submitted, pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934 (the “Act”), proposed changes to DTC 
Rules 1 and 6. The rule changes would (i) make technical 
changes to reflect the proposed transfer of the securities 
processing operations of American Stock Exchange Clearing 
Corporation (“ASECC”), National Clearing Corporation 
(“NCC”) and Stock Clearing Corporation (“SCC”) to National 
Securities Clearing Corporation and (ii) delete all references 
to Carlisle De Coppet & Co. as a Special Representative. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, notice of the proposed rule change was pub- 
lished in the Federal Register (41 Fed. Reg. 23498, June 10, 
1976), and the public was invited to comment thereon. Notice 
of the filing and an invitation for comments also appeared in 
Securities Exchange Act Release No. 34-12513, June 3, 
1976. No letters of comment were received. 


The Commission has reviewed the proposed changes to 
Rules 1 and 6 and finds that they are consistent with the 
requirements of the Act and the rules and regulations there- 
under applicable to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed changes to DTC Rules 1 and 6 
contained in File No. SR-DTC-76-4 be, and hereby are, 
approved provided, however, that the rule changes reflecting 
the proposed transfer of ASECC’s, NCC’s, and SCC’s securi- 
ties processing operations to NSCC will not become effective 
prior to the effectiveness, and implementation by NSCC, of 
the order granting NSCC registration as a clearing agency.’ 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





1On January 13, 1977, the Commission issued an order 
granting NSCC registration as a clearing agency subject to 
the terms, conditions and directives contained in the order. 
Securities Exchange Act Release No. 13163 (January 13, 
1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13171/January 14, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE PHILADELPHIA STOCK EXCHANGE, INC. 


SEC DOCKET/1507 








File No. SR-PHLX-76-23 


The Philadelphia Stock Exchange, Inc. (“PHLX”) submitted 
on December 30, 1976 a proposed rule change under Rule 
19b-4 to provide an automatic execution system for limit 
orders up to 299 shares in securities traded under the 
system. 


Publication of the submission is expected to make in the 
Federal Register during the week of January 10, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-PHLX 76-23. 


Copies of the submisstion and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13172/January 14, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-76-28 


The Midwest Stock Exchange, Inc. (“MSE”) submitted on 
January 3, 1977, a proposed rule change under Rule 19b-4 
specifying that it is the policy of the MSE that financing 
arrangements for the transfer of a membership, whereby the 
transferor retains the right to reacquire the transferred mem- 
bership, must be in accordance with the requirements of the 
MSE. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 17, 1977. In 
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order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed, rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-MSE-76-28. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13173/January 17, 1977 


Admin. Proc. File No. 3-4955 
In the Matter of 


J. W. WELLER & CO., INC. 
230 Broad Street 
Bloomfield, New Jersey 


J. W. WELLER, JR. 
Llewellyn Park 
West Orange, New Jersey 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (“Exchange Act”), 1 Respondents J. 
W. Weller & Co., Inc. (“Registrant”), a registered broker- 
dealer, and J. W. Weller, Jr. (“Weller”), Registrant's president 
and majority shareholder, have submitted offers of settle- 
ment, without admitting or denying the substantive allegations 
in the order for proceedings, as amended, which the Com- 
mission has determined to accept. 


On the basis of the order for proceedings, as amended, and 
the offers of settlement, it is found that: 























(1) Registrant willfully violated Sections 7(c), 10(b), 
15(c)(3), and 17(a) and (b) of the Exchange Act, and 
Regulation T promulgated thereunder by the Board of 
Governors of the Federal Reserve System, and Rules 
10b-5, 15c3-3, 17a-3, and 17a-4 thereunder, as alleged 
in the order for proceedings, as amended; and 


(2) Weller willfully violated Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder, and willfully 
aided and abetted the violations of Sections 7(c), 
15(c)(3), and 17(a) and (b) of the Exchange Act, and 
Regulation T promulgated thereunder by the Board of 
Governors of the Federal Reserve System, and Rules 
15c3-3, 17a-3, and 17a-4 thereunder, as alleged in the 
order for proceedings, as amended. 


It is therefore in the public interest to impose the sanctions 
specified in the offers of settlement. 


Accordingly, IT IS ORDERED that, effective at the opening 
business on the second Monday after the date of this Order: 


A. (1) The broker-dealer registration of J. W. Weller & 
Co., Inc. be, and it hereby is, suspended for a period of 
30 days; provided that, during the suspension period, J. 
W. Weller & Co., Inc. may: 


(a) execute unsolicited brokerage transactions for 
retail customers; and 


(b) engage in any transactions in those securities 
with respect to which J. W. Weller & Co., Inc. 
was the sole market maker on at least three of 
the seven trading days immediately preceding 
the commencement of the thirty day suspension 
period. 


(2) Upon the termination of the thirty day period of 
suspension, J. W. Weller & Co., Inc. shall submit to the 
Commission’s staff in the New York Regional Office: 


(a) an affidavit from each of three officers of J. 
W. Weller & Co., Inc. affirming that the firm has 
complied with the terms of the Commission's 
sanction; and 


(b) a listing of each securities transaction exe- 
cuted by J. W. Weller & Co., Inc. during the 
suspension period, including a separate designa- 
tion of each transaction made by J. W. Weller & 
Co., Inc. during the suspension period in connec- 
tion with its market making activities; and 


(3) For a period of five years, on each yearly anniver- 
sary of the Commission's order imposing sanctions on 
J. W. Weller, Jr (‘Weller’) in connection with this 
administrative proceeding, J. W. Weller & Co., Inc. 
shall provide an affidavit from each of two of its officers 
(or, in the event that there is only one officer, from that 


Officer and another person performing functions similar 
to those of an officer; or, in the event that there are no 
officers, from each of two persons performing functions 
similar to those of officers) affirming that Weller has not 
been “a person associated” (as that term is defined in 
Section 3(a)(18) of the Exchange Act) with J. W. Weller 
& Co., Inc. during the preceding year. 


B. (1) J. W. Weller, Jr. be, and he hereby is, barred 
from being associated in any capacity with any broker, 
dealer, investment company, investment adviser, or 
municipal securities dealer; provided that: 


(a) after a period of five years from the effective 
date of this Order, J. W. Weller, Jr. may apply to 
the Commission to become associated with any 
broker, dealer, investment company, investment 
adviser, or municipal securities dealer in any 
capacity other than a supervisory or proprietary 
capacity; 


(b) Weller may not make any application to 
become associated with a broker, dealer, invest- 
ment company, investment adviser, or municipal 
securities dealer with respect to which any imme- 
diate family member is a supervisor, controlling 
person, or shareholder; and 


(c) for a period of five years, on each yearly 
anniversary of the Commission's order herein 
imposing sanctions on Weller, Weller shall pro- 
vide the Commission's staff at the New York 
Regional Office with an affidavit from each of two 
officers of J. W. Weller & Co., INc. (or, in the 
event that there is only one officer, from that 
officer and another person performing functions 
similar to those of an officer; or, in the event that 
there are no officers, from each of two persons 
performing functions similar to those of officers) 
affirming that Weller has not been “a person 
associated” (as that term is defined in Section 
3(a)(18) of the Exchange Act) with J. W. Weller & 
Co., Inc. during the preceding year. 


(2) As a part of any application Weller may make to the 
Commission to become associated with a broker, 
dealer, investment company, investment adviser, or 
municipal securities dealer in a non-supervisory and 
non-proprietary capacity, Weller shall submit: (a) an 
affidavit affirming that he has complied with the terms 
of the bar and any modification thereof imposed by the 
Commission; and (2) an affidavit from his prospective 
employer affirming that Weller is assuming a position in 
which he will be properly supervised. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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1 In the Matter of J. W. Weller & Co., Inc. et al,. instituted on 
January 21, 1976, and amended concurrently with the entry 
of this Findings and Order Imposing Remedial Sanctions. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13174/January 17, 1977 


Administrative Proceeding 
File No. 
In the Matter of 


ELPAC, INC. 
File No. 81- 


ORDER GRANTING APPLICATION PURSUANT TO SEC- 
TION 12(h) OF THE ACT. 


The Securities and Exchange Commission has issued an 
order granting the application of Elpac, Inc. (“ELPAC”) a 
Delaware corporation, pursuant to Section 12(h) of the Secu- 
rities Exchange Act of 1934, as amended for an exemption 
from the provisions of Section 15(d) of that Act. 


It appeared to the Commission that the exemption is not 
inconsistent with the public interest or the protection of 
investors, since Elpac has only one record holder of its 
common stock and since a trading market does not exist for 
Elpac’s securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13175/January 17, 1977 


Administrative Proceeding File No. 3-5125 

In the Matter of 

SW INDUSTRIES, INC. 

ORDER GRANTING APPLICATION PURSUANT TO SEC- 
TION 12(h) FOR AN EXEMPTION FROM SECTIONS 13 
AND 15(d) OF THE SECURITIES EXCHANGE ACT OF 
1934. 


The Securities and Exchange Commission has issued an 
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order granting the application by the successor in interest of 
SW Industries, Inc. (“SW”) for an exemption pursuant to 
Section 12(h) of the Securities Exchange Act of 1934 (the 
“Act”) from the reporting requirements under Sections 13 and 
15(d) of the Act subsequent to July 9, 1976. SW merged into 
an indirect wholly owned subsidiary of BTR Limited of Eng- 
land effective July 9, 1976. As a result, the shareholders of 
SW received cash for their shares and no longer have an 
interest in SW or its successor. 


SECURITIES AND EXCHANGE COMMISSION 
(Release No. 34-13176) 


RESCHEDULING PUBLIC FORUM 


On December 8, 1976 the Commission announced that a 
public forum would be held on January 28, 1977 for the 
purpose of receiving oral presentations from a representative 
selection of persons who are interested in the establishment 
of a nationwide investor dispute grievance system. Because 
a relatively large number of persons have indicated an 
interest in appearing at the public forum and making an oral 
presentation, the Commission today announced that the 
public forum would be rescheduled to February 9-10, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


January 17, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13177/January 17, 1977 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-76-37) 
ORDER APPROVING PROPOSED RULE CHANGE 


On June 25, 1976, the New York Stock Exchange, Inc. filed 
with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the “Act’”), as amended by 
the Securities Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change. The rule 
change reduces the capital requirements for registered trad- 
ers from the current initial and maintenance requirements of, 
respectively, $250,000 and $175,000 over and above any 




















other federal or exchange requirement to a constant mini- 
mum requirement of $25,000 over and above any other 
federal or exchange requirement; and changes the title of 
“registered traders” to “competitive traders.” 


Notice of the proposed rule change together with the terms of 
substance of the proposed rule change was given by publica- 
tion of a Commission Release (Release No. 34-12555 (June 
18, 1976)) and by publication in the Federal Register (41 FR 
26287 (June 25, 1976)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes and in particular, the requirements of Section 6, and 
the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change filed with the 
Commission on June 25, 1976, be, and it hereby is, ap- 
proved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13178/January 18, 1977 


The Securities and Exchange Commission has issued orders 
granting the applications of the Pacific Stock Exchange to 
strike from listing and registration the specified securities of 
the following companies: 


Midcon Industries, Inc., common stock, $.01 par value and 
8'/2% convertible subordinated debentures, due 1993; and 
Continental Mortgage Investors, shares of beneficial interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13179/January 18, 1977 


The Securities and Exchange Commission has issued no- 
tices giving interested persons until January 29 to request a 
hearing on applications of the following stock exchanges for 
unlisted trading privileges in the common stock of the speci- 
fied companies: 


Midwest Stock Exchange, Inc.—Varian Associates 


Philadelphia Stock Exchange, Inc.—Varian Associ- 
ates 


Boston Stock Exchange—\HOP, Corp. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13180/January 18, 1977 


The Securities and Exchange Commission has issued orders 
pursuant to Section 12(d) of the Securities Exchange Act of 
1934 granting the applications of the following companies to 
list the specified securities on the following stock exchanges: 


American Stock Exchange, Inc.—Genovese Drug 
Stores, Inc., common stock, par value $1.00 (effec- 
tive as of January 4, 1977). 


Pacific Stock Exchange, Inc.—Tropicana Products, 
Inc., common stock, $1 par value (effective as of 
January 10, 1977). 


New York Stock Exchange, Inc.—Shearson Hayden 
Stone, Inc., common stock, par value $.10 per share 
(effective as of December 20, 1976); Souther Pacific 
Transportation Co., 8.20% first and refunding mort- 
gage bonds, Series B, due 2001 (effective as of 
January 3, 1977); and Public Service Company of 
Colorado, 8.40% cumulative preferred stock, par 
value $25 per share (effective as of January 5, 
1977). 


The SEC has also announced that the 10% subordinated 
debentures, due 1996 of Whittaker Corporation have become 
listed on the New York Stock Exchange, Inc. (effective as of 
January 8, 1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13181/January 18, 1977 


ADMINISTRATIVE PROCEEDING 
File No. 3-5144 
The Securities and Exchange Commission, with Chairman 


Hills not participating, today announced the institution of 
public administrative proceedings against Phillip J. Wolfson of 


SEC DOCKET/1511 








Beverly Hills, California. The proceedings were ordered, 
under Rule 2(e) of the Commission’s Rules of Practice, 
based on staff allegations that Wolfson violated and aided 
and abetted violations of the anti-fraud and reporting provi- 
sions of the Federal securities laws and engaged in unethical 
and unprofessional conduct while engaged in the practice of 
public accounting. 


A public hearing will be held to determine whether the 
allegations are true, to afford an opportunity to the Respond- 
ent to establish any defenses, and to determine whether the 
Respondent should be temporarily or permanently disquali- 
fied from and denied the privilege of appearing or practicing 
before the Commission or whether such other relief as may 
be determined by law should arise. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13182/January 18, 1977 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(File No. SR-NYSE-76-29) 


ORDER APPROVING PROPOSED RULE CHANGE SUB- 
MITTED BY THE NEW YORK STOCK EXCHANGE, INC. 


On April 30, 1976, the New York Stock Exchange, Inc. 
(“NYSE”) filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the “Act”) and 
Rule 19b-4 thereunder, a proposed rule change amending 
the NYSE constitution and rules to reflect the proposed 
transfer of the clearing agency business of Stock Clearing 
Corporation (“SCC”), the NYSE’s wholly-owned clearing sub- 
sidiary, to the National Securities Clearing Corporation 
(“NSCC”). The proposed amendments were filed in connec- 
tion with the pending application of NSCC as a registered 
Clearing agency. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, notice of the proposed rule change was pub- 
lished in the Federal Register (41 F.R. 23499, June 10, 
1976), and the public was invited to submit comments. Notice 
of the filing and an invitation for comments also appeared in 
Securities Exchange Act Release No. 12512, June 3, 1976. 
No letters of comment were received. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
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changes, and in particular, the requirements of Section 6 and 
the rules and regulations thereunder. ' 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule change 
contained in File No. SR-NYSE-76-29 be, and it hereby is, 
approved provided, however, that the proposed rule change 
will not become effective prior to the effectiveness, and 
implementation by NSCC, of the order granting NSCC regis- 
tration as a clearing agency. 2 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





1 The Commission's approval of the amendments to the 
NYSE constitution and rules is subject, nevertheless, to the 
Commission's review pursuant to Section 31(b) of the Securi- 
ties Acts Amendments of 1975. See Securities Exchange Act 
Release No. 13027 (December 1, 1976). 


2On January 13, 1977, the Commission issued an order 
granting NSCC registration as a clearing agency subject to 
the terms, conditions and directives contained in the order. 
See Securities Exchange Act Release No. 13163 (January 
13, 1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13183/January 18, 1977 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(File No. SR-Amex-76-30) 


ORDER APPROVING PROPOSED RULE CHANGE SUB- 
MITTED BY THE AMERICAN STOCK EXCHANGE, INC. 


On December 13, 1976, the American Stock Exchange, Inc. 
(“Amex”) filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the “Act’) and 
Rule 19b-4 thereunder, a proposed rule change amending 
the Amex constitution and rules to reflect the proposed 
transfer of the clearing agency business of the American 
Stock Exchange Clearing Corporation (““ASECC”), the 
Amex’s wholly-owned clearing subsidiary, to the National 
Securities Clearing Corporation (“NSCC”). The proposed 











\ 








amendments were filed in connection with the pending appli- 
cation of NSCC as a registered clearing agency. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, notice of the proposed rule change was pub- 
lished in the Federal Register (42 F.R. 85, January 3, 1977), 
and the public was invited to submit comments. Notice of the 
filing and an invitation for comments also appeared in Securi- 
ties Exchange Act Release No. 13103, December 23, 1976. 
No letters of comment were received. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and in particular, the requirements of Section 6 and 
the rules and regulations thereunder.’ Furthermore, in view 
of the proposed transfer of the clearing agency business of 
ASECC to NSCC, the Commission finds good cause for 
approving the proposed rule change prior to the thirtieth day 
after the date of publication of notice of the filing thereof. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule change 
contained in File No. SR-Amex-76-30 be, and it hereby is, 
approved provided, however, that the proposed rule change 
will not become effective prior to the effectiveness, and 
implementation by NSCC, of the order granting NSCC regis- 
tration as a clearing agency.? 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





1 The Commission’s approval of the amendments to the 
Amex constitution and rules is subject, nevertheless, to the 
Commission's review pursuant to Section 31(b) of the Securi- 
ties Acts Amendments of 1975. See Securities Exchange Act 
Release No. 13027 (December 1, 1976). 


2On January 13, 1977, the Commission issued an order 
granting NSCC registration as a clearing agency subject to 
the terms, conditions and directives contained in the order. 
See Securities Exchange Act Release No. 13163 (January 
13, 1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13184/January 18, 1977 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


1735 K Street, N.W. 
Washington, D.C. 20006 


(SR-NASD-76-10) 


The National Association of Securities Dealers, Inc. (the 
“NASD”) submitted on September 28, 1976, a proposed rule 
change under Rule 19b-4 to amend Section 4 of Schedule G 
under Article XVIII of the By-Laws of the NASD to provide 
that the charge to members for transactions in eligible 
securities reported in the consolidated transaction reporting 
system (the “consolidated system’) contemplated by Rule 
17a-15 under the Securities Exchange Act of 1934 (the “Act”) 
through the NASDAQ system be altered from $.20 per 
transaction for all transactions, to $.20 per transaction for 
transactions reported prior to January 1, 1976, and $.10 per 
transaction for transactions reported subsequent to January 
1, 1976. 


The schedule of changes proposed to be amended (con- 
tained in Section 4 of Schedule G) was originally filed with the 
Commission on March 21, 1975, in conjunction with other 
rule changes (contained in Section 1, 2 and 3 of Schedule G) 
governing: (i) the reporting of transactions in eligible securi- 
ties, and (ii) anti-manipulative rules relating to over-the- 
counter trading in such securities. 


The provisions of Schedule G were amended by the NASD 
and refiled with the Commission on June 4, 1975, and were 
deemed by the Commission to have been filed under Section 
19(b) of the Act, as amended by the Securities Acts Amend- 
ments of 1975. In view of the need to implement the NASD 
rule changes proposed in Article XVIII of the NASD’s By- 
Laws and Schedule G thereunder (the “NASD Rule 
Changes”) immediately to permit the scheduled commence- 
ment of the consolidated system on June 16, 1975, the 
Commission ordered the NASD Rule Changes into effect 
summarily pursuant to Section 19(b)(3)(B) of the Act of June 
11, 1975. Notice of that action was provided by Securities Act 
Release No. 11461 (June 11, 1975), published in the Federal 
Register on June 18, 1975 (40 FR 25730). That release also 
solicited public comment on the NASD Rule Changes. ' 


On May 12, 1976, the Commission approved Article XVIII of 
the NASD By-Laws and Sections 1, 2 and 3 thereunder, as 
modified on December 15, 1975, with respect to the method 
of reporting transactions effected by NASD members at a 
price plus or minus a commission, commission equivalent, or 
differential. 2 With respect to the fees and charges contained 
in Section 4 of Schedule G, the Commission determined to 
take no formal action, but acknowledged the consent of the 
NASD to a further extension of the time within which the 
Commission is required to act on the proposed fees and 
charges. 3 In so doing, the Commission noted that it under- 
stood that the reason the NASD consented to the further 
extension of time was to permit an opportunity for internal 
resolution of certain issues relating to the proposed fees 
contained in Section 4 of Schedule G.4 The Commission 
understands that the revised transaction fees proposed by 
the NASD represent a resolution of those issues. 
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Notice of the proposed rule change together with the terms of 
substance of the proposed rule change was given by publica- 
tion of a Commission Release (Securities Exchange Act 
Release No. 12914 (October 21, 1976)) and by publication in 
the Federal Register (41 FR 47300 (October 28, 1976)). 
Interested persons were invited to submit written data, views 
and arguments concerning the proposal by November 27, 
1976. The Commission has not received any comments con- 
cerning the proposed rule change. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act, and the rules and 
regulations thereunder applicable to national securities asso- 
ciations, and in particular the requirements of Section 15A of 
the Act and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change referenced above 
be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority, 


George A. Fitzsimmons 
Secretary 





1 The original deadline for submission of written comments on 
the proposals was June 30, 1975; the time for such comment 
was extended until July 18, 1975, in Securities Exchange Act 
Release No. 11508 (June 30, 1975), and until October 1, 
1975, in Securities Exchange Act Release No. 11653 (Sep- 
tember 15, 1975), 40 FR 43284 (1975). See also Securities 
Exchange Act Release Nos. 11546 (July 10, 1975), 40 FR 


53085 (1975), and 11951 (December 24, 1975), 41 FR 836 


(1976). 


2 Securities Exchange Act Release No. 12432 (May 12, 
1976). See Securities Exchange Act Release No. 11951 
(December 24, 1975), 41 FR 836. 


3 Securities Exchange Act Release No. 12432 (May 12, 
1976), at 2, n. 3. 


4 Id. See also File No. SR-1 for previous comments received 
with respect to the NASD transaction fees. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13185/January 19, 1977 


PROMOTION OF THE RELIABILITY OF FINANCIAL IN- 
FORMATION, PREVENTION OF THE CONCEALMENT OF 
QUESTIONABLE OR ILLEGAL CORPORATE PAYMENTS 
AND PRACTICES, AND DISCLOSURE OF THE INVOLVE- 
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MENT OF MANAGEMENT IN SPECIFIED TYPES OF 


TRANSACTIONS © 


Proposed Amendments to Rules and Schedules 





The Securities and Exchange Commission today announced 
a series of rulemaking proposals designed further to promote 
the reliability and completeness of the financial information 
which issuers are required to file with the Commission 
pursuant to the Securities Exchange Act of 1934. These 
proposals would require each issuer registered pursuant to 
Section 12 of the Securities Exchange Act, or required to file 
periodic reports pursuant to Section 15(d), to 


(1)maintain books and records accurately reflecting the id e 
transactions and dispositions of assets of the issuer; 
and 


(2) maintain an adequate system of internal accounting 
controls designed to provide reasonable assurance that 
specified objectives are satisfied. 


In addition, the Commission, in order to protect the reliability 
of financial information required to be filed pursuant to the 
federal securities laws and to protect the integrity of the 
independent audit of issuer financial statements required 
under existing Commission rules, is proposing rules which 
would explicitly 


(1) prohibit the falsification of an issuer’s accounting 
records; and 





(2) prohibit the officers, directors, or stockholders of an 
issuer from making false, misleading or incomplete 
statements to an accountant engaged in an examina- 
tion of the issuer. 


Although, as discussed herein, the Commission’s authority to 
promulgate rules of this nature does not rest solely on 
Section 13 of the Securities Exchange Act, these rules, if 
adopted, would be codified in a new Regulation 13B, entitled 
“Accuracy of Books, Records, and Reports.” 


The Commission believes that these proposals, while not 

directed solely to the problem of questionable or illegal 

corporate payments and practices, would serve to create a 

climate which would significantly discourage repetition of the 

serious abuses which the Commission has uncovered in this « , 
area. The Commission’s experience has indicated that im- 

proper corporate payments are rarely reflected correctly in 

the corporate books and records and, indeed, are often 

symptomatic of a failure in the system of corporate internal we 6 
accounting controls. In addition, the need to suppress infor- 

mation concerning such payments frequently entails the 

falsification of records and the deception of auditors. 


Because of the unique significance of such payments in the 
evaluation of the competence and integrity of corporate 
management, the Commission is also proposing to require 
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disclosure, in connection with any proxy solicitation or infor- 
mation statement pursuant to Regulation 14A under the 
Securities Exchange Act, of the facts pertaining to the 
involvement of any officer or director in such corporate 
payments, and of any corporate policy concerning such 
matters. ' 


Background 


Beginning in 1973, as a result of the work of the Office of the 
Watergate Special Prosecutor, the Commission became 
aware of a pattern of conduct involving the use of corporate 
funds for illegal domestic political contributions. Because 
these activities involved matters of significance to public 
investors, the nondisclosure of which entail violations of the 
federal securities laws, on March 8, 1974, the Commission 
published a statement expressing the views of its Division of 
Corporation Finance concerning disclosure of these matters 
in public filings. See Securities Act Release No. 5466 (Mar. 8, 
1974). 


Subsequent Commission investigations revealed that in- 
stances of undisclosed questionable or illegal corporate pay- 
ments—both domestic and foreign—were indeed widespread 
and represented a serious breach in both the operation of the 
Commission's system of corporate disclosure and, corre- 
spondingly, in public confidence in the integrity of the system 
of capital formation. On May 12, 1976, the Commission 
submitted to the Senate Banking, Housing and Urban Affairs 
Committee a detailed “Report on Questionable and Illegal 
Cormorate Payments and Practices” (“May 12 Report’). That 
report describes and analyzes the history of the Commis- 
sion’s activities concerning improper corporate payments and 
outlines the legislative and other responses which the Com- 
mission, based on its experience, recommended to remedy 
these problems. One of the key conclusions drawn in the 
May 12 Report was that: 


The almost universal characteristic of the cases re- 
viewed to date by the Commission has been the 
apparent frustration of our system of corporate ac- 
countability which has been designed to assure that 
there is proper accounting of the use of corporate funds 
and that documents filed with the Commission .and 
circulated to shareholders do not omit or misrepresent 
material facts. Millions of dollars of funds have been 
inaccurately recorded in corporate books to facilitate 
the making of questionable payments. Such falsifica- 
tion of records has been known to corporate employ- 
ees and often to top management, but often has been 
concealed from outside auditors and counsel and out- 
side directors. 


Accordingly, the primary thrust of our actions has been 
to restore the efficacy of the system of corporate 
accountability and to encourage the boards of directors 
to exercise their authority to deal with the issue. May 
12 Report at a. 


On the basis of the conclusions in the May 12 Report, the 
Commission, in addition to pursuing its enforcement and 
disclosure programs actively, proposed a 2-pronged ap- 
proach to prevent further such abuses. First, the Commission 
recommended that Congress enact legislation aimed ex- 
pressly at enhancing the accuracy of the corporate books and 
records and the reliability of the audit process which consti- 
tute the foundations of the system of corporate disclosure. 
Specifically, the Commission proposed legislation which 
would 


(1) require issuers to make and keep accurate books 
and records; 


(2) require issuers to devise and maintain a system of 
internal accounting controls meeting the objectives 
articulated by the American Institute of Certified Public 
Accountants in Statement on Auditing Standards No. 1, 
Section 320.28 (1973); 


(3) prohibit the falsification of corporate accounting 
records; and 


(4) prohibit the making of false, misleading, or incom- 
plete statements to an accountant in connection with 
any examination or audit. 


The second prong of the Commission’s suggested attack on 
the problem of questionable and illegal corporate payments 
involved strengthening the independence and vitality of cor- 
porate boards of directors by requiring that companies main- 
tain audit committees comprised of independent directors and 
by encouraging the separation of the functions of independ- 
ent corporate counsel and director. In the May 12 Report, the 
Commission proposed that, at least initially, these principles 
could best be implemented by amendment to the listing 
requirements of the New York Stock Exchange and the rules 
of the other self-regulatory organizations, rather than by direct 
Commission action. 2 


Senator Proxmire, Chairman of the Senate Committee on 
Banking, Housing and Urban Affairs, introduced, as S. 3418, 
the Commission's legislative proposal, and held hearings on 
that and other bills related to the problem of illicit corporate 
foreign payments. 3 Ultimately, the Committee referred a bill 
to the Senate floor—S. 3664—which embodied all of the 
Commission's legislative recommendations (as well as cer- 
tain other proposals). 4 On September 15, 1976, the Senate, 
by a vote of 88-0 unanimously passed S. 3664. The House of 
Representatives, however, was unable to complete work on 
this legislation before adjournment sine die on October 2, 
1976. 


The Commission continues to believe that Congressional 
action on the legislation which it proposed in the May 12 
Report would be the most desirable means of demonstrating 
a. national commitment to ending the types of corporate 
misconduct, and defiance of the recordkeeping systems on 
which disclosure under the securities laws is premised, which 
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the Commission's investigations have uncovered. 5 The Com- 
mission also believes that the serious abuses which its May 
12 Report and subsequent activities have disclosed require 
prompt remedial action and has never taken the position that 
legislation is the sole means by which the substantive goals 
of its proposals could be effected. Indeed, the Commission 
believes that the close relationship between the objectives 
which Congress, in 1934, sought to accomplish by enactment 
of the Securities Exchange Act and the substance of its 
legislative proposals places those proposals within the reach 
of the Commission’s general rulemaking authority under 
Section 23(a) of the Securities Exchange Act. Accordingly, 
the Commission is today publishing for comment rulemaking 
proposals which would accomplish the objectives of its earlier 
legislative recommendation. 


Maintenance of Accurate Corporate Books and Records 
and an Attendant System of Internal Accounting Control 


The Commission has found that improper and undisclosed 
expenditures of corporate assets are frequently accompanied 
by inaccurate maintenance, or outright falsification, of corpor- 
ate accounting records and, similarly, failure in the internal 
controls system designed to insure the accuracy of corporate 
records and the utilization of assets solely for proper pur- 
poses. In this regard, the May 12 Report states: 


[Mjost of the instances of reported abuse also involved 
some falsification of corporate records or the mainte- 
nance of records that appear to be inadequate. In 
many of the reports submitted voluntarily by corpora- 
tions, the description of the payments and their docu- 
mentation appears to have been inadequate to permit 
ready identification or verification of the purpose of the 
payments. Similarly, the reports the Commission ob- 
tained as a result of enforcement actions disclose 
flagrant instances of abuse of the system of corporate 
accountability, including the establishment and mainte- 
nance of substantial off-book funds that were used for 
various purposes, some questionable and some clearly 
illegal. 


Many of the defects and evasions of the system of 
financial accountability represented intentional attempts 
to conceal certain activities. Not surprisingly, corporate 
Officials are unlikely to engage in questionable or illegal 
conduct and simultaneously reflect it accurately on 
corporate books and records. We regard this to be a 
significant point, and one that is central to [remedial 
measures]. May 12 Report at 41-42. 


a. Maintenance of accurate records 


In light of these findings, the Commission is proposing for 
comment new Securities Exchange Act Rule 13b-1 which 
would require every issuer registered with the Commission 
pursuant to Sections 12 or 15(d) of the Securities Exchange 
Act to make and keep books, records, and accounts which 
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accurately and fairly® reflect the transactions of the issuer and 

the dispositions of its assets.’ The Commission believes that 

such a rule will discourage the types of misconduct which € & 
thrive in the absence of adequate recordkeeping. 


The Commission's authority to promulgate such a rule under 
existing law, and the obligation to maintain accurate books 
and records, stems from the reporting requirements of the 
federal securities laws. Section 12(b)(1) of the Securities 
Exchange Act, for example, permits registration of issuers 
only upon the filing with the Commission of such information 
as the Commission may require, as necessary or appropriate 
in the public interest or for the protection of investors, in 
respect of, among other things: 


(A) the organization, financial structure and nature of 
the business; 


tf 2 oie e 


(J) balance sheets for not more than the three preced- 
ing fiscal years, certified if required by the rules and 
regulations of the Commission by independent public 
accountants; 


(K) profit and loss statements for not more. than the 
three preceding fiscal years, certified if required by the 
rules and regulations of the Commission, by independ- 
ent public accountants; and 


(L) any further financial statements which the Commis- 
sion may deem necessary or appropriate for the pro- 
tection of investors. 





Likewise, Section 13(a) authorizes the Commission to compel 
the filing of annual reports, certified by independent public 
accountants if the Commission so requires, and other infor- 
mation necessary to up-date Section 12 registration state- 
ments.? The Commission's activities concerning questionable 
or illegal corporate payments and practices have demon- 
strated a connection between the failure to disclose such 
misconduct in reports filed pursuant to Section 12, and 13, 
15(d) and the failure to maintain reliable and auditable 
corporate records. Accordingly, rules such as proposed Rule 
13b-1 constitute “such rules and regulations as may be 
necessary or appropriate to implement the provisions of [the 
Exchange Act]’ Section 23(a)(1). Absent reliable underlying 
corporate records, the preparation of financial statements in ? 
accordance with generally accepted accounting principles 
would be extremely difficult. 


b. Maintenance of a system of internal accounting controls 


Proposed Rule 13b-2, which requires management to devise 
and maintain a system of internal accounting controls, is 
closely related to proposed Rule 13b-1 in both purpose and 
statutory foundation. The reliability of corporate records is 
dependent on the effectiveness of the procedures adopted to 














insure that corporate transactions are, in fact, reflected in 
those records and, conversely, to insure that assets are not 
exposed to unauthorized access and use. Accordingly, pro- 
posed Rule 13b-2 would require that issuers filing reports 
pursuant to Sections 12 or 15(d) of the Securities Exchange 
Act maintain an adequate system of internal accounting 
controls sufficient to provide reasonable assurance that: 


(a) transactions are executed in accordance with man- 
agement’s general or specific authorization; 


(b) transactions are recorded as necessary (1) to 
permit preparation of financial statements in conformity 
with generally accepted accounting principles or any 
other criteria applicable to such statements and, (2) to 
maintain accountability for assets; 


(c) access to assets is permitted only in accordance 
with management's authorization; and 


(d) the recorded accountability for assets is compared 
with the existing assets at reasonable intervals and 
appropriate action is taken with respect to any differ- 
ences. 


These proposed objectives for a system of internal account- 
ing controls have been drawn from the objectives of such a 
system defined by the American Institute of Certified Public 
Accountants in Statement on Auditing Standards No. 1, 
Section 320.28 (1973). The Commission believes that these 
goals provide a reasonable basis for the implementation of 
the required system of controls, and that such objectives are 
already familiar to the business community. 


The establishment and maintenance of a system of internal 
controls is an important management obligation. A fundamen- 
tal aspect of management's stewardship responsibility is to 
provide shareholders with reasonable assurance that the 
business is adequately controlled. Additionally, management 
has a responsibility to furnish sharet:olders and potential 
investors with reliable financial information on a timely basis. 
An adequate system of internal accounting controls is neces- 
sary to management's discharge of these obligations.'° 


Systems of controls will, of course, vary from company to 
company. The size of the business, diversity of operations, 
degree of centralization of financial and operating manage- 
ment, amount of contact by top management with day-to-day 
operations, and numerous other circumstances are factors 
which management must consider in establishing and main- 
taining an internal accounting controls system. The design of 
any such system necessarily involves exercise of manage- 
ment’s judgment, and entails the balancing of the cost of 
implementing any given internal accounting control against 
the benefit to be derived. By requiring that a system provide 
reasonable assurance that the specified objectives are met, 
the Commission's proposed rule recognizes that the issuer 
must, in good faith, balance the costs and benefits as they 
relate to the circumstances of that company. The definition of 


the term “reasonable assurance” in proposed Rule 13b-2 is, 
like the objectives for a system of internal accounting con- 
trols, taken from existing accounting literature. See Statement 
on Auditing Standards No. 1, supra, Section 320.32. 


Although the Commission understands that there may be 
practical limitations to the implementation of internal account- 
ing controls,'1 the Commission believes that, despite the 
inherent limitations on a system of internal accounting con- 
trols, all companies should establish and maintain such 
systems. A properly functioning system should provide rea- 
sonable assurance to investors that the data generated by 
that system and embodied in interim financial data or annual 
financial statements fairly reflect the issuer's financial posi- 
tion. Moreover, a properly functioning system of internal 
accounting controls, including articulated policies relating to 
improper payments, should significantly discourage question- 
able or illegal payments and practices. 12 


Falsification of Accounting Records and Deception of Audi- 
tors 


The Commission is also soliciting comment on a rule— 
proposed Rule 13b-3—which would prohibit the falsification of 
corporate accounting records maintained pursuant to pro- 
posed Rule 13b-1, and on a rule—proposed Rule 13b-4— 
which would prghibit issuer officers, directors, or shareholders 
from deceiving or obstructing accountants in the discharge of 
their responsibilities in connection with the examination of the 
financial statements of issuers subject to Rule 13b-1. The 
Commission believes that express prohibitions of this nature, 
while already implicit in existing law, are necessary to insure 
the effectiveness of the proposed corporate recordkeeping 
requirement and that such prohibitions uniquely respond to 
problems which the Commission’s investigations have dis- 
closed: 


The most devastating disclosure that we have uncov- 
ered in our recent experience with illegal or questiona- 
ble payments has been the fact that, and the extent to 
which, some companies have falsified entries in their 
own books and records. A fundamental tenet of the 
recordkeeping system of American companies is the 
notion of corporate accountability. It seems clear that 
investors are entitled to rely on the implicit representa- 
tions that corporations will account for their funds 
properly and will not “launder” or otherwise channel 
funds out of or omit to include such funds in the 
accounting system so that there are nc checks possible 
on how much of the corporation’s funds are being 
expended or whether in fact those funds are expended 
in the manner management later claims. 


Concomitantly, we believe that any legislation in this 
area should also contain a prohibition against the 
making of false and misleading statements by corpo- 
rate officials or agents to those persons conducting 
audits of the company’s books and records and finan- 
cial operations. May 12 Report at 58. 
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a. Prohibition against falsification of accounting records 


Proposed Rule 13b-3 would prohibit any person from falsify- 
ing corporate accounting records required to be maintained 
pursuant to proposed Rule 13b-1. The Commission believes 
that such a prohibition is a necessary compliment to the 
requirement that the issuer maintain accurate books and 
records. In many cases, instances of concealed corporate 
payments and off-book cash funds have resulted from the 
activities of particular individuals, acting with or without the 
knowledge or authorization of top management, to cause 
such transactions to be improperly reflected on the corporate 
records. Proposed Rule 13b-3 would permit the Commission 
to take action to preclude such individuals from further 
frustrating either the system of corporate recordkeeping or 
the broader system of accountability by which management 
monitors the activities of the entire array of individuals 
entrusted with corporate assets. 


The Commission has given consideration to certain facets of 
the issue, discussed below, and has tentatively concluded 
that proposed Rule 13b-3 would fall within its authority to 
promulgate rules “necessary or appropriate to implement the 
provisions of [the Exchange Act]’ Section 23(a)(1). At the 
outset, it must be recognized that, while the Commission 
proposes to codify the prohibition in question under Section 
13 of the Act, the Commission does not rely on that provision, 
in itself, to furnish a complete foundation for the proposed 
rule. In addition to the periodic reporting requirements, the 
rule also is predicated upon Sections 10(b), 14(a), 20(b) and 
20(c) of the Act. The Commission, from experience with the 
problems treated in its May 12 Report, has concluded that the 
falsification of accounting records has a strong propensity to 
lead to a variety of evils against which Congress has 
authorized it to take rulemaking action including: 


(1) the utilization of deceptive devices, such as materi- 
ally false statements or material omissions, in connec- 
tion with the purchase or sale of securities by the 
means of interstate commerce; 


(2) the filing of inaccurate and incomplete periodic and 
annual reports with the Commission; 


(3) the solicitation of proxies in contravention of Rule 
14a-9, 17 CFR 240.14a-9; and 


(4) the hindrance, delay, and obstruction of the making 
and filing of required documents, reports, and informa- 
tion. 


Accordingly, the Commission believes that a remedial provi- 
sion such as proposed Rule 13b-3 would, if adopted, be 
within the scope of Sections 10(b), 13(a), 14(a), and 20(c) of 
the Act. 


The Commission believes it appropriate to outline briefly its 
present views concerning two issues related to the scope of 
Rule 13b-3. First, although Section 13(a) authorizes the 
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Commission to impose certain requirements upon issuers, 
the proposed rule would create a prohibition applicable to 
any person. The effects of a falsification in making reports 
required ‘under Section 13 misleading or incomplete are not, 
of course, contingent on the identity of the wrongdoer or on 
whether he acts with the knowledge or acquiescence of 
management. The falsification of accounting records consti- 
tutes an obvious hindrance to the preparation of required 
reports, the evil which Section 20(c) was designed to prohibit, 
and, therefore, Section 20(c) of the Act would permit the 
Commission to promulgate a rule of this nature applicable to 
“any director or officer of, or any owner of any securities 
issued by, any issuer required to file any document, report or 
other information.” While a prohibition applicable to directors, 
officers, or securities holders might well serve to encompass 
many of the problems the Commission has encountered, the 
Commission thinks it desirable that the rule by broadened to 
reach any person who engages in the falsification of account- 
ing records. This is especially appropriate in light of Section 
32(a) of the Securities Exchange Act, which provides criminal 
penaities for “any person who willfully and knowingly makes, 
or causes to be made, any statement in any application, 
report, or document required to be filed under this title or any 
rule or regulation thereunder” (emphasis added). 


Likewise, Section 10(b) of the Act authorizes the Commission 
to prohibit deceptive devices—regardliess of by whom em- 
ployed—in connection with the-purchase or sale of securities. 
Because the falsification of accounting records, especially in 
order to conceal questionable corporate payments, has an 
unavoidable tendency to lead to the concealment of material 
information from purchasers and sellers of the issuer's securi- 
ties, and to the omission of such information from proxy 
solicitations, the Commission believes that the extension of 
proposed Rule 13b-3 to any person is warranted. 


Second, the Commission recognizes that not every falsifica- 
tion of an accounting record will necessarily have the effect of 
causing a violation of Rule 10b-5 and Section 20(c). The 
Commission believes, however, as stated above, that the 
nexus between altered books and these violation is so close 
as to justify a rule of the type proposed. An attempt to define 
a Class of “harmless” falsifications would appear to be futile 
and would serve only to provide a loophole for the unscrupu- 
lous. 


b. Prchibition against deceptive or misleading statements 
to auditors 


Proposed Rule 13b-4 would prohibit any officer, director or 
shareholder of the issuer from making a materially false or 
misleading statement, or omitting to state any material fact 
necessary to make statements made not misleading, to an 
accountant in connection with an audit of the financial state- 
ments the issuer or the filing of required reports.‘3 The 
purpose and authority for this proposal are, in large measure, 
similar to those discussed in connection with proposed Rule 
13b-3. The accountant’s examination of the issuer's financial 
statements is one of the key safeguards to the reliability of 




















the system of financial disclosure; to the extent that individu- 
als hamper or frustrate the accountant’s work, the reliability of 
that system is diluted. 


Although the Commission’s legislative proposal would prohibit 
“any person’ from engaging in the types of interference with 
the accountant’s work which proposed Rule 13b-4 proscribes, 
the proposed rule itself extends only to the individuals to 
which Section 20(c) of the Securities Exchange Act applies: 
“any director or officer of, or any owner of any securities 
issued by, any issuer.” The Commission adheres to its 
position that a prohibition extending to “any person” would be 
desirable and not concluded that it would lack the authority to 
promulgate a rule of that scope. The Commission has, 
however, determined that, for the present, a rule identical in 
coverage to Section 20(c) would be adequate to meet the 
abuses which it has uncovered in this area, and that rulemak- 
ing action of greater coverage is inappropriate.'4 It must be 
stressed, however, that the exclusion from the express 
language of proposed Rule 13b-4 of low-level corporate 
employees and persons unaffiliated with the issuer does not 
indicate that those individuals may mislead the issuer's 
accountants with impunity. In appropriate circumstances, the 
existing antifraud provisions of the federal securities laws, 
and the concept of aiding and abetting, can be invoked 
against those who deceive the auditors of a publicly held 
corporation. In this area, as in other areas where duties and 
liabilities are created under the federal securities laws, case- 
by-case balancing of the needs of the investing public against 
the interests of those who have engaged in conduct injurious 
to investors is essential.'5 


It has been suggested that any prohibition such as proposed 
Rule 13b-4 be limited to proscribing misleading written com- 
munications with auditors. The Commission believes, how- 
ever, that such a limitation would be ill-advised. One engaged 
in an audit of corporate books and records can be misled by 
an oral misstatement just as by a written one, and the 
resulting injury to investors can be serious. Moreover, section 
12(2) of the Securities Act, and also the several antifraud 
provisions of the Securities Exchange Act, have long been 
applied in Commission and private actions to oral misstate- 
ments without unusual or unintended consequences. 


Disclosure Concerning Questionable Payments in Proxy 
Solicitation 


The Commission is also proposing amendments to schedule 
14A under the Securities Exchange Act of 1934 to require 
information in proxy statements concerning the involvement 
of top management in specified types of questionable or 
illegal corporate payments or transactions and concerning 
formal corporate policies as to such matters. Specifically, 
these amendments would add two new Subitems, 6(d)(1) and 
6(d)(2) to Schedule 14A which would deal, respectively, with 
disclosure of questionable transactions and disclosure of 
corporate policies regarding such matters. As discussed 
below, the Commission believes that this type of information 
is particularly relevant to shareholder proxy and voting deci- 
sions. 


Proposed Item 6(d)(1) would require disclosure of 


the material facts pertaining to the involvement of any 
director of the issuer; any person nominated for elec- 
tion as director, or any executive officer of the issuer in 
any material political contributions by the issuer or from 
its assets, whether legal or illegal; ['*] the disburse- 
ment or receipt of corporate funds outside the normal 
system of accountability; payments, whether direct or 
indirect, to or from foreign or domestic governments, 
Officials, employees or agents for purposes other than 
the satisfaction of lawful obligations, or any transaction 
which has as its intended effect the transfer of issuer 
assets in the manner described; the improper or inac- 
curate recording of payments and receipts on the 
books of the issuer or its subsidiaries; or any other 
matters of a similar nature involving disbursement of 
issuer assets.'7 


Discussion could, however, be omitted of any facts which 
have previously been both reported in a filing with the 
Commission and described in an issuer document distributed 
to shareholders. 


The Commission believes that information concerning disclo- 
sure of the facts regarding the involvement of directors or top 
officers in reported instances of questionable payments is 
highly significant to shareholders in determining whether to 
give a proxy. A previous Commission public inquiry sug- 
gested that many investors use different criteria in determin- 
ing whether to give a proxy than in making investment 
decisions.'8 The proxy solicitation process is, of course, the 
most direct opportunity which shareholders have to endorse 
or reject the stewardship of those entrusted with the dis- 
charge of corporate affairs. Nevertheless, in many of the 
disclosures concerning questionable or illegal corporate 
transactions appearing in current and annual reports filed on 
Forms 10-K and 8-K—which are designed to supply updated 
and current information concerning the registrant—the role of 
particular members of management has not been fully set 
forth. Where individuals who are standing for election to a 
corporate board or who are a part of top management which 
is soliciting proxies have been involved in, or personally 
aware of, questionable or illegal corporate transactions, the 
Commission believes that shareholders are entitled to more 
detailed information concerning their role in such matters than 
might otherwise be necessary. 


Concerning the existence and substance of any corporate 
policies dealing with questionable transactions, the Commis- 
sion believes that, in at least some circumstances, such 
policies are of sufficient importance to investors to merit 
inclusion in proxy statements. The Commission also recog- 
nizes, however, that, in a different context, it declined to 
require the disclosure of policy statements alone in light of the 
fact that such statements are subject to public relations 
posturing or to the recitation of boiler-plate assertions of good 
faith, and do not permit of any type of verification.'9 
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In the case of the specified types of questionable practices, 
however, the Commission believes that the opportunity for 
investors to compare any stated policy to the actual conduct 
of those seeking shareholder proxies or votes is especially 
meaningful. And, given the fact that over 200 registrants have 
made disclosure concerning specific instances of misconduct 
of this nature, any policy statement which may have been 
adopted will be readily subject to comparison with specific 
fact situations. Because, however, of these special considera- 
tions regarding general corporate policy pronouncements, the 
Commission is considering two alternative formulations of 
proposed Subitem (d)(2) concerning corporate policies as to 
questionable payments and transactions. Alternative A would 
require all issuers subject to Regulation 14A to include in 
every proxy solicitation disclosure of whether or not the issuer 
has adopted any formal policy regarding the types of ques- 
tionable payments and transactions specified in proposed 
Item 6(d)(1). Alternative B, on the other hand, would require 
such disclosure only where the issuer was also required, by 
virtue of proposed Item 6(d)(1), described above, to disclose 
facts concerning some particular questionable or illegal pay- 
ment or transaction. The Commission invites comment on the 
advantages and disadvantages of each approach in order to 
assist it in determining which, if either, should be adopted. 


Conclusion and Request for Comment 


The Commission believes that the proposed rules herein, in 
conjunction with its suggestion that the self-regulatory organi- 
zations consider requiring certain steps to enhance the 
independence of corporate boards, have the potential signifi- 
cantly to enhance the reliability and accuracy of issuer 
financial reporting.2° Likewise, the Commission believes that 
a specific disclosure requirement concerning the involvement 
of top management in improper corporate payments may be 
appropriate in connection with the solicitation of proxies. The 
Commission recognizes, however, that the area is difficult 
and complex, and intends to afford careful consideration to 
the views of all interested persons before taking final action 
on all, or any part of, these proposals. 


All interested persons are invited to submit their views and 
comments, in triplicate, on the foregoing proposals to George 
A. Fitzsimmons, Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549 on or before the close of 
business March 11, 1977. The Commission specifically in- 
vites comment on (1) the effect, operation, and desirability of 
the proposals herein; (2) the impact which these proposals, if 
adopted, would be likely to have on the abuses outlined in the 
May 12 Report; (3) the extent of the Commission's authority 
in the areas involved; (4) whether it would be appropriate to 
exempt issuers registered under the Investment Company 
Act of 1940 from the operation of any of these proposals; and 
(5) pursuant to Section 23(a)(2) of the Securities Exchange 
Act, the likely impact, if any, which these proposals would 
have on competition. 


All such communications should refer to File S7-671 and will 
be available for public inspection and copying at the Commis- 
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sion’s Public Reference Room, 1100 L Street, N.W., Wash- 
ington, D.C. The text of the proposed amendments discussed 
herein is set forth below. 


TEXT OF PROPOSED AMENDMENTS 


[new] REGULATION 13B: ACCURACY OF BOOKS, REC- 
ORDS, AND REPORTS 


[existing Rule 13b-1 shall be renumbered as Rule 13b-18] 
§ 240.13b-1 Accounting records. 


Every issuer which is required to file any report pursuant to 
Section 13 or 15(d) of the Act (and the Commission's rules 
and regulations thereunder) shall make and keep books, 
records, and accounts which accurately and fairly reflect the 
transactions of the issuer and the dispositions of its assets. 


§240.14b-2 Internal controls system for accounting records. 


(a) Incident to the making and keeping of such books, 
records, and accounts as are required pursuant to Rule 13b-1 
of this regulation, every issuer shall devise and maintain an 
adequate system of internal accounting controls sufficient to 
provide reasonable assurance that 


(1) transactions are executed in accordance with man- 
agement's general or specific authorization; 


(2) transactions are recorded as necessary (i) to permit 
preparation of financial statements in conformity with 
generally accepted accounting principles or any other 
criteria applicable to such statements, and (ii) to main- 
tain accountability for assets; 


(3) access to assets is permitted only in accordance 
with management's authorization; 


(4) the recorded accountability for assets is compared 
with the existing assets at reasonable intervals and 
appropriate action is taken with respect to any differ- 
ences. 


(b) As used in (a) of this rule, the term “reasonable assur- 
ance” shall mean that the cost of internal accounting control 
need not exceed the benefits expected to be derived. The 
benefits consist of reductions in the risk of failing to achieve 
the objectives implicit in the definition of accounting control. 


§240.13b-3 Falsification of accounting records. 

It shall be unlawful for any person, directly or indirectly, to 
falsify, or cause to be falsified, any book, record, account, or 
document, made or kept pursuant to Rule 13b-1 of this 
regulation. 


§240.13b-4 Obstruction of accountants. 

















celia Sie 


SE" 
a 


It shall be unlawful for any director or officer of, or any owner 
of any securities issued by, any issuer 


(a) directly or indirectly, to make, or cause to be made, 
a materially false or misleading statement; or 


(b) directly or indirectly, to omit to state, to cause 
another person to omit to state, any material fact 
necessary in order to make statements made, in the 
light of the circumstances under which such statements 
were made, not misleading, to an accountant in con- 
nection with (1) any audit or examination of the finan- 
cial statements of the issuer required to be made 
pursuant to this subpart, or (2) the preparation or filing 
of any document or report required to be filed with the 
Commission pursuant to this subpart or otherwise. 


[amended] § 240.14a-101 Scheduled 14A. Information re- 
quired in proxy statement. 
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Item 6. Nominees and directors.2' 


2 eee ee 


(d)(1) State the material facts pertaining to the involvement of 
any director of the issuer, any person nominated for election 
as director, or any executive officer of the issuer in any 
material political contributions by the issuer or from the 
issuer's assets, whether legal or illegal; the disbursement or 
receipt of corporate funds outside the normal system of 
accountability; payments, whether direct or indirect, to or from 
foreign or domestic governments, officials, employees or 
agents for purposes other than the satisfaction of lawful 
obligations, or any transaction which has as its intended 
effect the transfer of issuer assets for the purpose of effecting 
such a payment; the improper or inaccurate recording of 
payments and receipts on the books of the issuer or its 
subsidiaries; or any other matters of a similar nature involving 
disbursements of issuer assets. Disclosure need not be made 
of any matter which has been previously reported in a filing 
with the Commission and described in an issuer document 
distributed to sharenolders. 


(d)(2) [Alternative A] Indicate whether or not the issuer has 
any policy regarding payments or transactions of the type 
described in (1). If the issuer has such a policy, briefly 
describe it. If the policy is set forth in a written document, 
three copies thereof are to be filed with the Commission at 
the time preliminary materials are filed pursuant to Rules 14a- 
6 or 14c-5. 


(d)(2) [Alternative B] If the issuer is required to disclose any 
payment or transaction pursuant to (1), then, in addition to 
such disclosure, indicate whether or not the issuer has any 
policy regarding payments or transactions of the type de- 
scribed in (1). If the issuer has such a policy, briefly describe 
it. If the policy is set forth in a written document, three copies 


thereof are to be filed with the Commission at the time 
preliminary materials are filed pursuant to Rules 14a-6 or 
14c-5. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘It should be noted that, in large measure, the proposals 
herein codify existing law rather than create new obligations. 
One who, for example, falsified corporate records or deceives 
corporate auditors would, depending on the facts and circum- 
stances involved, have engaged under present law in a 
violation of the antifraud provisions of the federal securities 
laws. Likewise, disclosure of the items proposed to be 
included expressly in Schedule 14A would, if material, be 
required under existing law. 


2 Exhibit D to the May 12 Report is a letter, dated May 11, 
1976, from Chairman Hills to Exchange Chairman Batten 
suggesting that the New York Stock Exchange (“NYSE”) 
consider action of this nature. Subsequently, on September 
7, 1976, the NYSE circulated a proposal requiring listed 
domestic (but not foreign) issuers to establish independent 
audit committees and, on January 6, 1977, took final action 
thereon. The Commission, pursuant to Section 19(b) of the 
Securities Exchange Act, wili formally consider the terms and 
conditions of the Exchange’s proposal, after opportunity for 
public comment. 


To date, neither the NYSE nor the other self-regulatory 
organizations have taken action with respect to the Commis- 
sion’s suggestion that consideration be given to “whether 
members of law firms which have the responsibility of advis- 
ing the corporation, including the board, should also serve as 
members of that board of directors.” May 12 Report at 67 and 
at Exhibit D, p. 2. 


3 Hearings Before the Committee on Banking, Housing and 
Urban Affairs U.S. Senate, on S. 3133, S. 3379, and S. 3418, 
94th Cong. 2d Sess. (May 18, 1976). 


4 See S. Rep. No. 94-1031, 94th Cong. 2d Sess. (1976). 
5 Cf. May 12 Report at 57: 


[T]he question of illegal or questionable payments is 
obviously a matter of national and international con- 
cern, and legislation in this area is desirable in order to 
demonstrate clear Congressional policy with respect to 
a thorny and controversial problem. 


6 In connection with Congressional consideration of S. 3418 
and its progeny, some concern was expressed over whether 
the phrase “accurately and fairly” in the legislation connoted 
an unattainable measure of exactitude. As the Senate Bank- 
ing, Housing and Urban Affairs Committee observed: 
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The term “accurately” in [S. 3664] does not mean 
exact precision as measured by some abstract princi- 
ple. Rather, it means that an issuer's records should 
reflect transactions in conformity with accepted meth- 
ods of recording economic events. Thus, for example, 
recording depreciation in a manner permitted by the 
Internal Revenue Code may not be a precise measure- 
ment, but it is nevertheless clearly a permissible one 
within the intent of [this requirement]. S. Rep. No. 94- 
1031, supra, at 11. 


The Commission agrees with this observation. Moreover, the 
Commission believes that to require a lesser standard in 
defining the obligation to keep books and records could lead 
to the argument that falsifications or omissions below a 
certain dollar amount may be tolerated. 


7In proposing this language in the May 12 Report, the 
Commission did not, of course, intend the phrase ‘“disposi- 
tions of its assets” as in any sense a limitation on the scope 
of the requirement that accurate books and records be 
maintained. The issuer’s responsibility to keep records cor- 
rectly reflecting the status of its liabilities and equities is no 
less than its obligation to maintain such records concerning 
its assets. 


The word “transactions” in the proposal encompasses accu- 
racy in accounts of every character, and the phrase “disposi- 
tion of its assets” was added simply to reflect the fact that the 
abuses outlined in the May 12 Report involved almost 
exclusively improper accounting for assets. In any event, 
proposed Rule 13b-1 is intended to require accuracy through- 
out an issuer's accounting records. 


8 See S. Rep. No. 94-1031, supra, at 11. 


9 In this regard Section 13(b) authorizes the Commission to 
prescribe 


the form or forms in which the required information 
shall be set forth, the items or details to be shown in 
the balance sheet and the earnings statement, and the 
methods to be followed in the preparation of reports, in 
the appraisal or valuation of assets and liabilities, in the 
determination of depreciation and depletion, in the 
differentiation of recurring and nonrecurring income, in 
the differentiation of investment and operating income, 
and in the preparation, where the Commission deems it 
necessary or desirable, of separate and/or consoli- 
dated balance sheets or income accounts of any 
person directly or indirectly controlling er controlled by 
the issuer, or any person under direct or indirect 
common control with the issuer... . 


10 The term “internal accounting controls” does not ordinarily 
encompass all corporate policies and procedures. Matters of 
efficiency, employee relations, and production quality control, 
for example, should not be confused with the accounting 
controls established to insure the reliability of financial infor- 
mation. 
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11 Statement on Auditing Standards No. 1 sets forth some of 
these limitations: 


There are inherent limitations that should be recog- 
nized in considering the potential effectiveness of any 
system of accounting control. In the performance of 
most control procedures, there are possibilities for 
errors arising from such causes as misunderstanding of 
instructions, mistakes of judgment, personal careless- 
ness, distraction, or fatigue. Furthermore, procedures 
whose effectiveness depends on segregation of duties 
obviously can be circumvented by collusion. 


Similarly, procedures designed to assure the execution 
and recording of transactions in accordance with man- 
agement’s authorizations may be ineffective against 
either errors or irregularities perpetrated by manage- 
ment with respect to transactions or to the estimates 
and judgments required in the preparation of financial 
statements. In addition to the limitations discussed 
above, any projection of a current evaluation of internal 
accounting control to future periods is subject to the 
risk that the procedures may become inadequate be- 
cause of changes in conditions and that the degree of 
compliance with the procedures may deteriorate. State- 
ment on Auditing Standards No. 1, supra, Section 
320.34. 


12 The Commission recognizes that no system of internal 
controls can, in itself, prevent every kind of misconduct which 
the Commission has encountered in this area. It does not 
follow, however, that a requirement that such a system be 
maintained is idle or superflous, and the Commission be- 
lieves that effective systems of internal accounting controls 
can discourage such misconduct. 


13 The Commission intends that this rule would encompass 
the audit of issuer financial statements by independent ac- 
countants; the preparation of any required reports, whether 
by independent or internal accountants; the preparation of 
special reports required to be filed with the Commission, as, 
for example, pursuant to judicial orders incident to Commis- 
sion enforcement proceedings; and any other examination 
conducted by an accountant and culminating in the filing of a 
document with the Commission. 


14 The fact that proposed Rule 13b-4 is narrower in scope 
than its legislative counterpart does not indicate that the 
Commission has determined to accept the position of certain 
commentators who, in response to the Commission's legisla- 
tive proposal, argued that a prohibition applicable to third 
parties would discourage such persons from responding to 
requests for confirmation of account balances or otherwise 
cooperating with accountants. In this regard, the Senate 
report on S. 3664 states: 


By specifically prohibiting material false or misleading 
statements or omissions to state material facts to 
auditors, the bill is designed to encourage careful 
communications between the auditors and persons 














from whom the auditors seek information in the audit 
process. The Committee does not believe that this 
provision will inhibit such communications and intends 
that this prohibition is to be directed only at those who 
fail to exercise due care in furnishing information to 
auditors engaged in an audit, a standard that we 
believe represents what is customarily expected in 
normal commerce, S. Rep. No. 94-1031, 94th Cong. 2d 
Sess. at 12 (1976). 


'S Cf. Sections 11 and 12 of the Securities Act of 1933, 15 
U.S.C. 77k and 77/; see H. Rep. No. 85, 73rd Cong. 1st 
Sess. at 9 (1933). 


16 The Commission specifically invites comment on whether 
lawful corporate political contributions should be included in 
this instruction. 


17 The Commission intends that the phrase “disbursement or 
receipt of corporate funds outside the normal system of 
accountability’ would encompass the full range of schemes 
by which off-book pools of assets are accumulated, includ- 
ing, for example, overbilling, unrecorded transactions in viola- 
tion of foreign exchange controls, and embezzlement incident 
to the diversion of corporate assets to improper purposes. 
Likewise, abuses such as the maintenance of a factitious set 
of books would fall within “improper or inaccurate recording of 
payments or receipts.” 


18 See Securities Act Release No. 5627 at 36 (Oct. 14, 1975) 
[40 FR 51656]. 


19 See id. at 33. 


20 The Commission is also considering soliciting comment on 
the question of whether to require some form of reporting to 
shareholders concerning the issuer's system of internal ac- 
counting control. 


21 The Commission has previously announced a proposal to 
amend Schedule 14A, including the alteration of the caption 
of Item 6 to read “Information Regarding Management.” See 
Securities Act Release No. 5753 (Nov. 2, 1976) [41 FR 
49493]. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13186/January 19, 1977 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(SR-NASD-76-14) 
ORDER APPROVING PROPOSED RULE CHANGE 


The National Association of Securities Dealers, Inc. (the 
“NASD”) submitted on December 3, 1976, a proposed rule 
change under Rule 19b-4 to amend Schedule D under Article 
XVI of the NASD By-Laws by adding a new Part Ill to 
Schedule D, redesignating existing Part Ill of Schedule D as 
Part V thereof, redesignating existing Parts V through X of 
Schedule D as Parts VI through XI respectively, amending 
Part IV of Schedule D to add a new Section D thereof, and 
redesignating existing Sections D and E of Schedule D as 
Sections E and F respectively. Part Ill of Schedule D, as 
proposed to be added by the proposed rule change, de- 
scribes the NASD’s proposed Consolidated Quotations Serv- 
ice (“CQS”) which will provide subscribers with quotations 
from all registered CQS Third Market Makers, as well as the 
Boston, Midwest, New York, Pacific, and Philadelphia Stock 
Exchanges, in approximately 2,000 common stocks, pre- 
ferred stocks, warrants and rights registered or admitted to 
unlisted trading privileges on the New York Stock Exchange. 


Part Ill of Schedule D, as proposed to be added, also 
establishes rules and regulations governing the activities of 
registered CQS Third Market Makers, including provisions 
governing (i) registration, (ii) character of quotations, (iii) 
business hours, (iv) withdrawal, (v) voluntary termination, and 
(vi) Suspension and termination of quotations by action of the 
NASD. Section D of Part IV of Schedule D, as proposed to be 
added, contains the fees and charges associated with CQS. 


Notice of the proposed rule change together with the terms of 
substance of the proposed rule change was given by publica- 
tion of a Commission release (Securities Exchange Act 
Release No. 13047 (December 8, 1976)) and by publication 
in the Federal Register (41 FR 55404 (December 20, 1976)). 
Interested persons were invited to submit written data, views 
and arguments concerning the proposal by January 17, 1977. 
The Commission has not received any comments concerning 
the proposed rule change. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Securities Exchange 
Act of 1934 (the “Act”) and the rules and regulations thereun- 
der applicable to national securities associations, and in 
particular the requirements of Section 15A of the Act and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change referenced above 
be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13187/January 19, 1977 


EXEMPTED SECURITIES 


Federal Farm Credit Banks-Consolidated Systemwide Bonds 
Designated 


The Securities and Exchange Commission announced today 
that the Federal Farm Credit Banks-Consolidated System- 
wide Bonds of the twelve Federal Land Banks, the twelve 
Federal Intermediate Credit Banks, and the thirteen Banks for 
Cooperatives, have been designated exempted securities 
under the Securities Exchange Act by the Secretary of the 
Treasury pursuant to Section 3(a)(12) of that Act. 


Following is the text of the letter from the Secretary of the 
Treasury to the Commission providing for the exemption: 


Paragraph 12 of Section 3(a) of the Securities Ex- 
change Act of 1934, as amended, provides in part that 
when used in Title | thereof, unless the context other- 
wise requires, the term “exempted security” or “ex- 
empted securities” shall include “securities issued or 
guaranteed by corporations in which the United States 
has a direct or indirect interest as shall be designated 
for exemption by the Secretary of the Treasury as 
necessary or appropriate in the public interest or for the 
protection of investors.” 


In accordance with the provisions of this paragraph and 
pursuant to the authority delegated to me by the 
Secretary of the Treasury, | am designating for exemp- 
tion the obligation entitled “The Federal Farm Credit 
Banks-Consolidated Systemwide Bond” of the twelve 
Federal Land Banks, the twelve Federal Intermediate 
Credit Banks, and the thirteen Banks for Cooperatives, 
issued pursuant to Section 4.2(d) of the Farm Credit 
Act of 1971 (12 U.S.C. 2153). This designation for 
exemption may be revoked, modified, or amended at 
any time with respect to securities not issued prior to 
such time. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


January 19, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13188/January 19, 1977 
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In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(File No. SR-NASD-76-6 


ORDER APPROVING RULE CHANGES SUBMITTED BY 
THE NATIONAL ASSOCIATION OF SECURITIES DEAL- 
ERS, INC. WITH RESPECT TO THE ESTABLISHMENT OF 
NATIONAL SECURITIES CLEARING CORPORATION 


On June 30, 1976, the National Association of Securities 
Dealers, Inc. (the “NASD”) filed with the Commission, pur- 
suant to Section 19(b) of the Securities Exchange Act of 1934 
(the “Act’) and Rule 19b-4 thereunder, proposed changes to 
the NASD By-Laws, Uniform Practice Code, and Code of 
Arbitration Procedure to reflect the proposed transfer of the 
securities processing operations of National Clearing Corpo- 
ration (“NCC”), the NASD’s wholly-owned subsidiary, to the 
National Securities Clearing Corporation (“NSCC’”). The rule 
changes were filed in connection with the pending application 
of NSCC as a registered clearing agency. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, the rule changes were published in the Federal 
Register (41 F.R. 31949, July 30, 1976), and the public was 
invited to submit comments. Notice of the filing and an 
invitation for comments also appeared in Securities Ex- 
change Act Release No. 12653, July 23, 1976. No letters of 
comment were received. 


The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered securities 
associations, and in particular, the requirements of Section 
15A and the rules and regulations thereunder.’ 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule changes 
contained in File No. SR-NASD-76-6 be, and they hereby 
are, approved provided, however, that the rule changes will 
not become effective prior to the effectiveness, and imple- 
mentation by NSCC, of the order granting NSCC registration 
as a Clearing agency.” 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





'The Commission’s approval of the amendments to the 
NASD By-Laws, Uniform Practice Code and Code of Arbitra- 
tion Procedure is subject, nevertheless, to the Commission's 














review pursuant to Section 31(b) of the Securities Acts 
Amendments of 1975. See Securities Exchange Act Release 
No. 13027 (December 1, 1976). 


2On January 13, 1977, the Commission issued an order 
granting NSCC registration as a clearing agency subject to 
the terms, conditions and directives contained in the order. 
See Securities Exchange Act Release No. 13163 (January 
13, 1977). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13189/January 19, 1977 


In the Matter of 


MIDWEST CLEARING CORPORATION 
120 South LaSalle Street 
Chicago, Illinois 60603 


(File No. SR-MCC-75-2) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
THE MIDWEST CLEARING CORPORATION 


On October 24, 1975, the Midwest Clearing Corporation 
(“MCC”), a wholly-owned subsidiary of the Midwest Stock 
Exchange, Inc., filed with the Commission, pursuant to Sec- 
tion 19(b) of the Securities Exchange Act of 1934 (the “Act’) 
and Rule 19b-4 thersunder, a proposed rule change expand- 
ing its services to-its members to include the trade recording, 
comparison, and settlement of over-the-counter securities. In 
connection with the proposed rule change, MCC requested 
that the Commission continue its previous finding pursuant to 
paragraph (g) of Rules 8c-1 and 15c2-1 under the Act that 
the agreements, provisions and safeguards established by 
MCC are adequate for the protection of investors. 


In accordance with Section 19(b) of the Act and Rule 19b-4 
thereunder, notice of the proposed rule change was pub- 
lished in the Federal Register (40 Fed. Reg. 51514, Novem- 
ber 11, 1975), and the public was invited to submit com- 
ments. Notice of the filing and an invitation for comments also 
appeared in Securities Exchange Act Release No. 11770, 
October 29, 1975. 


The Commission has reviewed the MCC submission and 
finds that the agreements, provisions and safeguards estab- 
lished by MCC are adequate for the protection of investors. 
The Commission finds also that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered clearing agen- 
cies. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 


of the Act, that the proposed rule change contained in File 
No. SR-MCC-75-2 be, and hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13190/January 19, 1977 


PART 200—ORGANIZATION; CONDUCT AND ETHICS; 
AND INFORMATION AND REQUESTS 


Delegation of Authority to Director of Division of Corporation 
Finance 


The Commission today announced the amendment, effective 
immediately, of its regulations governing delegation of author- 
ity to the Director of the Division of Corporation Finance [17 
CFR 200.30-1] with respect to the Securities Exchange Act of 
1934 (“Exchange Act’) [15 U.S.C. 78a et seq., as amended 
by Pub. L. No. 94-29 (June 4, 1975)]. 


Section 3(a)(12) of the Exchange Act provides that the term 
“exempted security” of ‘exempted securities” includes, 
among others, “securities issued or guaranteed by corpora- 
tions in which the United States has a direct or indirect 
interest as shall be designated for exemption by the Secre- 
tary of the Treasury as necessary or appropriate in the public 
interest or for the protection of investors.” In accordance with 
the provisions of this section, the Secretary of the Treasury 
from time to time designates appropriate securities for ex- 
emption. Upon receipt of a letter from the Secretary of the 
Treasury, or from a Treasury Department official with dele- 
gated authority to act for the Secretary, designating securities 
as exempted securities under Section 3(a)(12), the Commis- 
sion authorizes publication of a release announcing the 
designation. 


Inasmuch as these releases are of a routine nature and do 
not involve any policy considersations or novel questions, it is 
not necessary for the Commission to consider each Treasury 
Department designation announcement on an individual ba- 
sis. Delegation of authority to the Director of the Division of 
Corporation Finance to issue these announcement releases 
will eliminate any delay caused by seeking Commission 
approval for release of the information and therefore will 
result in more timely notice to the public of the designation of 
a new exempted security. 


To accomplish this delegation of authority, the Commission 
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hereby amends 17 CFR 200.30-1 by adding a new paragraph 
(d)(9) to read as follows: 


§ 200.30-1 Delegation of authority to Director of Division of 
Corporation Finance. 


~*~ * ke we 


(a) *** 


(9) Upon receipt of a notification from the Secretary of the 
Treasury designating a security for exemption pursuant to 
section 3(a)(12), to issue public releases announcing such 
designation. 


os 2. 


The Commission finds that the foregoing action relates solely 
to agency management and personnel and, accordingly, that 
notice and prior publication for comment under the Adminis- 
trative Procedure Act (5 U.S.C. 553) are not necessary. This 
action, taken pursuant to Public Law 87-592, 76 Stat. 394 (15 
U.S.C. 78d-1, 78d-2), becomes effective immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


January 19, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13191/January 19, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MUNICIPAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-77-1 


The Municipal Securities Rulemaking Board (“MSRB”) sub- 
mitted on January 18, 1977, a proposed rule change under 
Rule 19b-4 to revise the reference date to fidelity bonding 
rules of the National Association of Securities Dealers, Inc. 
and the Commission in order to incorporate recent changes 
in Rule 15b10-11 of the Commission. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 24, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submissions 
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within 21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSRB-77-1. 





Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19854/January 19, 1977 


In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 44702 


(70-5924) 


NOTICE OF PROPOSED CHARTER AMENDMENTS TO 
CANCEL AUTHORIZED BUT UNISSUED $100 PAR PRE- 
FERRED AND TO CREATE $25 PAR PREFERRED AND 
OTHER $100 PAR PREFERRED; ORDER AUTHORIZING 
SOLICITATION OF PROXIES IN CONNECTION THERE- 
WITH 


NOTICE IS HEREBY GIVEN that Ohio Power Company 
(“Ohio”), an electric utility subsidiary company of American 
Electric Power Company, Inc. (“AEP”), a registered holding 
company, has filed a declaration, and amendments thereto, 
with this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘Act’), designating Sections 6(a), 7 
and 12(e) of the Act and Rules 62 and 65 promulgated 
thereunder as applicable to the proposed transactions. All 
interested persons are referred to the declaration, as 
amended, which is summarized below, for a complete state- 
ment of the proposed transactions. 








Ohio proposes to amend its Articles of Incorporation 
(“Charter”) to create authority for Ohio to issue 4,000,000 
shares of its Cumulative Preferred Stock with a par value of 
$25 per share (“$25 non-voting preferred”) and 1,000,000 
shares of its Cumulative Preferred Stock with a par value of 
$100 per share (“$100 non-voting preferred”) (the $25 non- 
voting preferred and the $100 non-voting preferred, collec- 
tively “the new preferreds”). Ohio's Charter presently author- 
izes Ohio to issue 4,200,000 shares of cumulative preferred 
stock with $100 par value (“$100 voting preferred’), of which 
1,437,597, shares remain unissued to date. Ohio proposes to 
amend its Charter to cancel the unissued $100 voting pre- 
ferred. Ohio states that a market for preferred stock priced at 
less than $100 per share recently has developed. Conse- 
quently, Ohio states it believes that its ability to sell preferred 
stock on favorable terms will be strengthened by the creation 
of authority to issue additional shares of preferred stock with 
a par value of $25 per share. Additionally, Ohio states that it 
may be advantageous to sell shares of $100 par value 
preferred in the future, but that it would not be appropriate for 
Ohio to issue both voting and non-voting shares. 


The $100 voting preferred presently outstanding and the new 
preferreds will be of equal rank and will confer equal rights 
upon the holders thereof, except as to the par value per 
share of the $25 non-voting preferred, the number of votes 
per share, and permissible variations among the series 
thereof as detailed below. Unlike the holders of the $100 
voting preferred, who are entitled to vote for the election of 
directors of Ohio and upon all matters submitted to the 
shareholders of Ohio, the holders of the new preferreds 
would not be entitled to vote, except in proceedings as to 
which their vote is required by Ohio law and in the case of 
certain other events specified in the Charter, as amended. 
Whenever the holders of the new preferreds would be so 
entitled to vote, they will vote as a single class with the 
holders of the $100 voting preferred, but the holders of the 
$25 non-voting preferred will have '/4 vote per share. Ohio's 
Board of Directors, without action by the shareholders, will be 
authorized to issue series of the new preferreds and to fix the 
dividend rate, liquidation prices, redemption terms and prices 
and sinking fund provisions, if any, for such series, as it is 
currently empowered to do with respect to the authorized and 
unissued $100 voting preferred. 


The proposed amendments also will amend that portion of 
the Charter which permits Ohio to issue stock authorized by 
the shareholders which ranks prior to or on a parity with the 
$100 voting preferred only within a period of 180 days after 
the shareholders’ meeting at which consent to the issuance 
of the stock is given. It is not intended or expected that all, or 
even a maior part, of the new preferred will be issued within 
180 days of the proposed special meeting. The amendment 
would eliminate any time limit on the issuance of the new 
preferreds or other stock ranking on a parity with the $100 
voting preferred or new preferreds, but would retain a time 
limit with respect to any stock ranking prior to either of these 
classes of cumulative preferred stock. Additionally, a pro- 
posed amendment as to notices of redemption of the cumula- 


tive preferred stock would substitute publication thereof in 
general circulation newspapers in Canton, Ohio, (Ohio's 
present principal office place) for publication in Newark, Ohio 
(Ohio's former principal office place). 


Ohio proposes to solicit proxies from its common stockholder 
and the holders of its $100 voting preferred stock to be used 
at a special meeting of the common and preferred stockhold- 
ers to be held on March 3, 1977. Holders of the Ohio 
preferred stock will be asked to approve the Ohio Charter 
amendments. Such approval requires the affirmative vote of 
more than two-thirds of the outstanding shares of common 
stock and outstanding $100 voting preferred shares, voting 
together, and the affirmative vote of the holders of more than 
two-thirds of the outstanding $100 voting preferred shares, 
voting separately as a class. AEP, owner of all of Ohio's 
common stock, has indicated that it intends to vote all of such 
shares in favor of the Charter amendments. 


It is stated that no state commission and no federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. Fees and expenses to be incurred in 
connection with the proposed transactions are estimated at 
$79,000, including legal fees of $3,500. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 14, 1977, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said declaration, as amended, which he 
desires to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon the 
declarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
the declaration, as amended, or as it may be further 
amended, may be permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


lt appearing that the declaration, as amended, insofar as it 
proposes the solicitation of proxies from Ohio’s preferred and 
common stockholders, should be permitted to become effec- 
tive forthwith pursuant to Rule 62: 


IT IS ORDERED, that the declaration, as amended, regarding 
the proposed solicitation of proxies from Ohio’s preferred and 
common stockholders, be, and it hereby is, permitted to 
become effective forthwith pursuant to Rule 62 and subject to 
the terms and conditions prescribed in Rule 24 under the Act. 
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For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9606/January 14, 1977 


In the Matter of 


CNA MONEY INSTRUMENTS, INC. 
245 Park Avenue 
New York, New York 10017 


(811-2525) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8&(f) OF THE ACT FOR AN ORDER DECLARING 
THAT COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that CNA Money Instruments, 
Inc. (“Applicant”), an open-end, diversified management in- 
vestment company registered under the Investment Com- 
pany Act of 1940 (“Act”), has filed an application pursuant to 
Section 8(f) of the Act for an order of the Commission 
declaring that Applicant has ceased to be an investment 
company as defined in the Act. All interested persons are 
referred to the application on file with the Commission for a 
statement of the representations contained therein, which are 
summarized below. 


Applicant is a corporation organized under the laws of the 
State of Maryland in September, 1974. A notification of 
registration and registration statement pursuant to Section 8 
of the Act and a registration statement under the Securities 
Act of 1933 were filed with the Commission on September 
20, 1974. 


Applicant states that due to economic conditions, business 
operations of Applicant were never commenced. No capital 
was ever invested in Applicant and Applicant’s registration 
statement under the Securities Act of 1933 has been with- 
drawn. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds that a 
registered investment.company has ceased to be an invest- 
ment company, it shall so declare by order, and upon the 
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taking effect of such order, the registration of such company 
shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 8, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address set forth 
above. Proof of such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notice and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9607/January 14, 1977 


In the Matter of 


KEOGH-SMATHERS FUND, INC. 
245 Park Avenue 
New York, New York 10017 


(811-2526) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLARING 
THAT COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that the Keogh-Smathers Fund, 
Inc. (“Applicant”), an open-end, diversified management in- 
vestment company registered under the investment Com- 
pany Act of 1940 (“Act”), has filed an application pursuant to 
Section 8(f) of the Act for an order of the Commission 

















declaring that Applicant has ceased to be an investment 
company as defined in the Act. All interested persons are 
referred to the application on file with the Commission for a 
statement of the representations contained therein, which are 
summarized below. 


Applicant was organized under the laws of the State of 
Maryland on September 19, 1974. A notification of registra- 
tion was filed with the Commission on September 20, 1974, 
and registration statements pursuant to Section 8 of the Act 
and under the Securities Act of 1933 were filed in October 
1974. 


Applicant states that due to changes in economic conditions, 
business operations of Applicant were never commenced. No 
capital has been invested in Applicant and Applicant's regis- 
tration statement under the Securities Act of 1933 was 


declared abandoned by order of the Commission on October 
28, 1975. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds that a 
registered investment company has ceased to be an invest- 
ment company, it shall so declare by order, and upon the 
taking effect of such order the registration of such company 
shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 7, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address set forth 
above. Proof of such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shal! be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9608/January 14, 1977 


In the Matter of 


STEPHENS ARKANSAS TAX-EXEMPT BOND FUND, SE- 
RIES ONE (AND SUBSEQUENT SERIES) 


and 


STEPHENS, INC. 
114 East Capitol Avenue 
Little Rock, Arkansas 72201 


(812-4040) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF EXEMP- 
TION FROM THE PROVISIONS OF SECTION 14(a) OF 
THE ACT AND RULES 19b-1 and 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Stephens Arkansas Tax- 
Exempt Bond Fund, Series One and Subsequent Series 
(“Fund”), a unit investment trust registered under the Invest- 
ment Company Act of 1940 (“Act”) and its sponsor, Ste- 
phens, Inc. (“Sponsor”) (hereinafter the Sponsor and the 
Fund are referred to collectively as “Applicants”), have filed 
an application on October 12, 1976 and amendments thereto 
on December 29, 1976, and January 13, 1977, pursuant to 
Section 6(c) of the Act for an order of the Commission 
exempting the Fund from the provisions of Section 14(a) of 
the Act, exempting the frequency of capital gains distributions 
of the Fund from the provisions of Rule 19b-1 and exempting 
the secondary market operations of the Sponsor from the 
provisions of Rule 22c-1 under the Act. All interested persons 
are referred to the application on file with the Commission for 
a statement of the representations contained therein, which 
are summarized below. 


The Fund will be comprised of a series of trusts, each of 
which will be governed by a separate Trust Indenture and 
Agreement (“Indenture”) (hereinafter Series One of the Fund 
is referred to as “Series One”; all subsequent series are 
collectively referred to as the “Series”; and Series and Series 
One are collectively referred to as the “Funds” and severally 
referred to as the “Fund”). The Sponsor has filed a Form S-6 
Registration Statement under the Securities Act of 1933 
(“1933 Act”) for Series One. A similar registration statement 
will be filed for each subsequent series. Each Indenture will 
be executed on or about the time the registration statement 
under the 1933 Act for each such Series becomes effective. 
Each Indenture will have the Sponsor acting as such, the 
Union National Bank, Little Rock, as Trustee, and Robert P. 
Lindsey, Little Rock, Arkansas, as Evaluator. Each Indenture 
will contain substantially identical terms and conditions. Pur- 
suant to the Indenture, the Sponsor will deposit with the 
Trustee bonds (“Bonds”) which the Sponsor shall have 
accumulated for such purpose in an amount at least equal to 
the aggregate principal amount of units to be offered. Simul- 
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taneously with such deposit the Trustee will deliver to the 
Sponsor registered certificates for the units which will repre- 
sent the entire ownership of the respective Fund. These units 
will in turn be offered for sale to the public by the Sponsor. 
The 1933 Act registration statements for Series One covers a 
maximum of 28,000 units of fractional undivided interest in 
Series One to be offered to investors at the public offering 
price set forth in the prospectus included in the 1933 Act 
registration statement, including 5,250 units registered for 
secondary market purposes. The 1933 Act registration state- 
ment for Series One has not yet become effective. 


Applicants state that the Bonds deposited in each Series will 
not be pledged or be in any other way subjected to any debt 
at any time after the bonds are deposited in the Fund except 
for the lien of the Trustee as security for certain liabilities set 
forth in the Indenture. All such Bonds will be interest-bearing 
obligations issued by or on behalf of the State of Arkansas or 
cities, counties, municipalities, school districts, and authorities 
and political subdivisions thereof, the interest on which will 
be, in the opinion of counsel, exempt from all Federal income 
tax, and under certain conditions Arkansas income tax under 
existing law. 


The assets of each Series will consist of the Bonds initially 
deposited, such other bonds as any continue to be held from 
time to time in exchange or substitution for any of the Bonds 
upon certain refundings, accrued and undistributed interest, 
and undistributed cash. Certain of these Bonds may from 
time to time be sold under the special circumstances set forth 
in the Indenture with respect to such Series or may be 
redeemed or may mature in accordance with their terms. The 
proceeds from such disposition will be distributed to Unithold- 
ers and not reinvested. There is no provision in the Indenture 
for the sale of Bonds and the reinvestment of proceeds 
thereof, and such activity will not take place. 


Each Unit of the Fund will represent a fractional undivided 
interest, the numerator of the fractional interest represented 
will be 1 and the denominator will be the number of Units 
issued and outstanding in any particular Series. Units are 
redeemable, and in the event that any Units are redeemed, 
the fractional undivided interest represented by each Unit will 
be increased accordingly. Units will remain outstanding until 
redeemed or until the termination of the Indenture. The 
Indenture may be terminated with respect to any Series upon 
approval by 66 2/3% of the Unitholders of such Series or, in 
the event that the value of the bonds in such Series shall fall 
below 40% of the principal amount of the bonds initially 
deposited in such Series, upon direction of the Sponsor to the 
Trustee. There is no provision in the Indenture for the 
issuance of any units after the initial offering of units and such 
activity will not take place (except to the extent that the 
secondary trading by the Sponsor in the Units is deemed the 
issuance of Units under the Act). 


The Sponsor, while under no obligation to do so, intends to 
maintain a market for Units of the Fund and to offer to 
purchase such Units at prices based on the most recent 
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evaluation by the Evaluator.or Sponsor, which prices will be 
based upon the offering prices of the underlying Bonds. The 
Sponsor will not purchase any Units at a price less than a 
price based on the aggregate offering price of the underlying 
Bonds. Resales of such Units will be made by the Sponsor at 
the public offering price set forth in the then currently effective 
Prospectus. 


Section 14(a) 


Section 14(a) of the Act requires that a registered investment 
company, prior to making a public offering of its securities: (a) 
have a net worth of $100,000, (b) have previously made a 
public offering and at that time have had a net worth of 
$100,000, or (c) have made arrangements for at least 
$100,000 to be paid in by 25 or fewer persons before 
acceptance of public subscriptions. 


Applicants assert that Section 14(a) of the Act is intended to 
limit the formation of undercapitalized investment companies. 
Applicants state that it is intended that each Series, at the 
date of deposit and before any Unit is offered to the public, 
will have a net worth far in excess of $100,000, and that the 
Sponsor intends to sell all Units to the public at offering prices 
disclosed in the Prospectus for each such Series, and that 
other applicable information concerning the underlying Bonds 
will be disclosed in the Prospectus. Applicants seek an 
exemption from the provisions of Section 14(a), in order that 
a public offering of units of the Funds as described above 
may be made. 


In connection with the requested exemption from Section 
14(a), the Sponsor agrees: (i) to refund on demand and 
without deduction all sales charges to purchasers of Units of 
a Series if, within 90 days from the time that the registration 
statement under the 1933 Act relating to such Series be- 
comes effective, the net worth of: such Series shall be 
reduced to less than $100,000, or if such Series is termi- 
nated; (ii) to instruct the Trustee on the date the bonds are 
deposited in each such Series that in the event that redemp- 
tion by the Sponsor of Units constituting a part of the unsold 
Units of any Series shall result in that Series having a net 
worth less than 40% of the principal amount of Bonds initially 
deposited in such Series, that the Trustee shall terminate 
such Series in the manner provided in the Indenture, and 
distribute any bonds or other assets deposited with the 
Trustee pursuant to the Indenture as provided therein; and 
(iii) in the event of termination for the reasons described in (ii) 
above, to refund any sales load to any purchasers of units 
purchased from the Sponsor on demand and without any 
deduction. 


Rule 19b-1 


Rule 19b-1(a) provides, in substance, that no registered 
investment company which is a “regulated investment com- 
pany” as defined in Section 851 of the Internal Revenue 
Code shall make more than one distribution of long term 
capital gains in any one taxable year of such investment 


























company. Paragraph (b) of said Rule contains a similar 
prohibition for a company not a “regulated investment com- 
pany” but permits a unit investment trust to distribute capital 
gain dividends received from a “regulated investment com- 
pany” within a reasonable time after receipt. 


The Fund proposes to make quarterly distributions of princi- 
pal and interest to Unitholders of a Series. Distributions of 
principal constituting capital gains to Unitholders may arise in 
two instances: (1) If an issuing authority calls or redeems an 
issue held in the portfolio, the sums received by the Fund will 
be distributed to a Unitholder on the next distribution date; 
and (2) if units are redeemed by the Trustee and bonds from 
the portfolio are sold to provide the funds necessary for such 
redemption, each Unitholder will receive his pro rata portion 
of the proceeds from the bonds sold over the amount 
required to satisfy such redemption distribution. In such 
instances, a Unitholder may receive in his distribution funds 
which constitute capital gains, since in some cases the value 
of the portfolio bonds redeemed or sold may have increased 
since the date of initial deposit. 


Applicants state that the dangers against which Rule 19b-1 is 
intended to guard will not exist in connection with any Series 
of the Fund, because neither the Fund nor the Sponsor has 
control over the events which would trigger capital gains, i.e., 
the tendering of units for redemption and the prepayment of 
portfolio bonds by the issuing authorities. The Fund seeks to 
make a combined distribution of principal, including capital 
gains, and interest each quarter, and states that any capital 
gains in such distribution will be clearly indicated as such in 
accompanying reports to Unitholders. In addition, it is alleged 
that the amounts involved in the normal distribution of princi- 
pal will be relatively small in comparison to the normal 
interest distribution. 


As noted above, paragraph (b) of Rule 19b-1 provides that a 
unit investment trust may distribute capital gain dividends 
received from a “regulated investment company” within a 
reasonable time after receipt. Applicants assert that the 
purpose behind such provision is to avoid forcing unit invest- 
ment trusts to accumulate valid distributions received 
throughout the year and distribute them only at year end. 
Applicants further allege that the situation presented by them 
places the Fund squarely within the purpose of such provi- 
sions. However, in order to comply with the literal require- 
ments of the Rule, the respective series of the Fund would be 
forced to hold any moneys which would constitute capital 
gains upon distribution until the end of their taxable year. The 
Applicants contend that such a practice would clearly be 
detrimental to the Unitholders. 


Rule 22c-1 


Rule 22c-1 provides, in relevant part, that redeemable securi- 
ties of registered investment companies may not be sold, 
‘redeemed or repurchased except at a price based on the 
current net asset value (computed on each day during which 
the New York Stock Exchange is open for trading not less 


frequently than once daily as of the time of the close of 
trading on such exchange) which is next computed after 
receipt of a tender of such security for redemption, or of an 
order to purchase or sell such security. 


Applicants state that Rule 22c-1 has two purposes: (1) to 
eliminate or to reduce so far as reasonably practicable any 
dilution of the value of outstanding redeemable securities of 
registered investment companies which might occur through 
the sale, redemption or repurchase of such securities at 
prices other than their current net asset values; and (2) to 
minimize speculative trading practices in the securities of 
registered investment companies. 


Applicants contend that Rule 22c-1 is intended to guard 
against the danger of excessive speculation in investment 
company securities. Applicants allege that as a practical 
matter, this danger does not exist with respect to the Fund 
since the whole appeal of the Fund is to investors seeking 
income and conservation of capital (the stated objectives of 
the Fund) rather than capital appreciation. 


The following pricing procedures for the purpose of effecting 
redemption, repurchase, sale and resale transactions will be 
followed by the Fund: 


During the initial public offering period, the public offering 
price will be based upon the offering prices of the underlying 
Bonds plus a sales charge not to exceed 5% of the public 
offering price per unit. During the Initial public offering period, 
the Sponsor may repurchase Units at a price based upon the 
offering price of the underlying Bonds. 


On the date of deposit, the Evaluator will make an evaluation 
of the underlying Bonds based upon both the bid and offering 
prices of such Bonds. Thereafter during the initial public 
offering period, the Evaluator will make a similar evaluation 
on each Friday, or on the preceding Thursday if Friday is a 
legal holiday recognized as such by the New York Stock 
Exchange, such evaluations being made as of the the close 
of trading on the New York Stock Exchange. During the initial 
public offering period, on each business day, other than the 
date of deposit and other than each date on which a daily 
evaluator will make his weekly evaluation, the Sponsor will 
make a daily evaluation of the bid and offering prices of the 
underlying Bonds, such evaluations being made as of the 
close of trading on the New York Stock Exchange. 


During the inital public offering period, redemption of Units 
will be based upon the bid prices of the underlying Bonds. 
The Trustee will utilize such bid price evaluation, as de- 
scribed herein, to daily determine the Unit Value of the Units 
of the Fund, which Unit Value will be the redemption price for 
Units tendered for redemption before the close of trading on 
the New York Stock Exchange on any business day. Busi- 
ness day is defined to mean each day on which the New 
York Stock Exchange is open for trading. 


The public offering price, the repurchase price, and the 
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redemption price during the initial public offering period will be 
readjusted daily in accordance with the evaluations by the 
Evaluator and Sponsor, such readjusted prices to be effective 
for all Units tendered for redemption, Units sold, or Units 
repurchased before the close of trading on the New York 
Stock Exchange on such day of adjustment. For all Units 
tendered for redemption, repurchase or sale after the close of 
trading on the New York Stock Exchange, the relevant prices 
will be computed as of the next time for evaluation as 
described herein. 


During the secondary market period, which is the period 
subsequent to the termination of the initial offering period, the 
Sponsor, while not obligated to do so, intends to offer to 
purchase units at prices based on the offering date evaluation 
of the bonds in the Fund. During the secondary market period 
the Sponsor may also sell Units based upon the offering 
prices of the underlying Bonds plus a sales charge not to 
exceed 5% of the secondary market offering price per unit. 
During the secondary market period, redemption of Units will 
continue to be made on the basis of the bid prices of the 
underlying Bonds. 


During the secondary market period, the Evaluator will make 
an evaluation of the underlying Bonds on each Friday, 
Thursday if Friday is a legal holiday, as of the close of trading 
on the New York Stock Exchange, such evaluation to be both 
for the bid and offering prices of the underlying Bonds. The 
bid evaluation will be used by the Trustee for purposes of 
redemption during the week following the evaluation. The 
offering evaluations will be used by the Sponsor in determin- 
ing its repurchase and sale prices during the following week. 


Applicants state that the Sponsor has undertaken to adopt a 
procedure whereby it will review on each business day, 
except on days when the Evalutor makes his Evaluation, the 
underlying bid and offering prices of the Bonds in the Fund. In 
the case of a repurchase, if the Sponsor cannot state that the 
current bid price is not higher than the offering side evalua- 
tion, computed as of the last business day of the previous 
week, the Sponsor will make a full evaluation. The Sponsor 
has agreed that, in case of the resale of Units in the 
secondary market, if the Sponsor cannot state that the 
offering side evaluation computed as of the last business day 
of the previous week is not more than one-half point greater 
than the current offering side evaluation, a full evaluation will 
be made, which evaluation will then be utilized for the 
purpose of effecting redemption, repurchase and sale trans- 
actions of Units until the next weekly evaluation by the 
Evaluator or until such evaluations have to be re-evaluated in 
accordance with the daily review by the Sponsor. 


Unit Value is defined to be the pro rata share of each Unit in 
the Fund determined on the basis of (1) cash on hand in the 
Fund or monies in the process of being collected, (2) the 
value on the bid side of the market as reported by the 
Evaluator of the underlying Bonds in the Fund, and (3) 
interest accrued thereon but not subject to collection, /ess (1) 
amounts representing taxes or governmental charges paya- 
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ble out of the Fund, (2) accrued expenses of the Fund, and 
(3) cash held for distribution to Unitholders as of a record 
date prior to the Unit Value determination then being made. 


The secondary market activities of the Sponsor and the 
manner for the acquisition by investors of new Units, may be 
deemed to violate Rule 22c-1 because of the absence of 
daily pricing. Applicants contend, however, that the purposes 
of Rule 22c-1 will not be offended by the Sponsor's second- 
ary market activities. Applicants assert that the pricing of 
Units by the Sponsor in the secondary market will in no way 
dilute the assets of the Fund, and that Unitholders will benefit 
from the Sponsor’s pricing procedure in the secondary mar- 
ket since they will normally receive a higher repurchase price 
for their Units than they could be redeeming their Units at the 
current net asset value and that this will be accomplished 
without the cost burden to the Fund of daily evaluations of the 
unit redemption value. 


Applicants also contend that speculation in Units of any 
Series is unlikely because price changes are limited in 
respect to the kind of bonds which will be held by such 
Series. 


Applicants therefore request an exemption from the provi- 
sions of Rule 22c-1 for Series 1 and for all subsequently 
created Series insofar as the Rule may apply after completion 
of the primary distribution of Units of such Series. 


Section 6(c) of the Act provides, in part, that the Commission 
may, upon application, conditionally or unconditionally ex- 
empt any person, security, or transaction, or any class or 
classes of persons, securities, or transactions from any 
provisions of the Act or of any rule or regulation under the 
Act, if and to the extent such exemption in necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 7, 1977, at 12:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission orders a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securites and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon the Applicants at the 
address stated above. Proof of such service (by affadavit or, 
in the case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 0-5 
of the Rules and Regulations promulgated under the Act, an 
order disposing of the application herein will be issued as of 
course following said date, unless the Commission thereafter 
orders a hearing upon request or upon the Commission's 
own motion. Persons, who request a hearing or advice as to 
whether a hearing is ordered, will receive any notices and 
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orders issued in the matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9609/January 14, 1977 


In the Matter of 


SoGEN INTERNATIONAL FUND, INC. 
20 Broad Street 
New York, New York 10005 


(812-4053) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR EXEMPTION FROM 
SECTION 2(a)(19) OF THE ACT 


NOTICE IS HEREBY GIVEN that SoGen International Fund, 
Inc. (“Applicant”), a Delaware corporation registered under 
the Investment Company Act of 1940 (‘Act’) as a diversified, 
open-end, management investment company, filed an appii- 
cation on November 12, 1976, pursuant to Section 6(c) of the 
Act, for an order declaring that Richard M. Bressler (“Bres- 
sler’) shall not be deemed to be an “interested person” of the 
Applicant, or SoGen-Swiss International Corporation (‘Ad- 
viser”), the investment adviser to and principal underwriter of 
the Applicant, or Smith Barney, Harris Upham & Co., Incorpo- 
rated (“Sub-investment Adviser”), the sub-investment adviser 
to the Applicant, within the meaning of Section 2(a)(19) of the 
Act solely by reason of his being a director of Union Mutual 
Life Insurance Company (“Union Mutual Life”), a Maine life 
insurance company, and Unionmutua! Corporation (‘“Union- 
mutual’) a wholly-owned subsidiary of Union Mututal Life. All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


Bressler is currently a director of Applicant, and at the same 
time is a director of both Union Mututal Life and Unionmutual. 
According to the application, Unionmutual Sales Corporation 
(“Unionmutual Sales”), a wholly-owned subsidiary of Union- 
mutual Equity Corporation, which in turn is a wholly-owned 
subsidiary of Unionmutual, is registered as a broker-dealer 
under the Securities Exchange Act of 1934 (“Exchange Act”). 
It is represented that Unionmutural also holds a 12.5% 
interest in Linsco Corporation (‘Linsco”) of Washington, D. 


C., a registered broker-dealer under the Exchange Act. 


Sections 2(a)(19)(A)(v) and (B)(v) of the Act define an 
“interested person” of.an investment company and of an 
investment adviser of an investment company to include any 
broker or dealer registered under the Exchange Act or any 
affiliated person of such broker or dealer. Section 2(a)(3) of 
the Act includes in the definition of an “affiliated person” any 
person directly or indirectly controlling, controlled by or under 
common control with such other person. 


Applicant states that because of Bressler’s position as a 
director of Unionmututal Life and Unionmutual, Bressler might 
be considered for purposes of Section 2(a)(19) of the Act, to 
be an affiliated person of Unionmutual Sales and/or Linsco 
and, thus, an interested person of the Applicant, the Adviser 
and the Sub-investment Adviser. 


Applicant states that Unicnmutual Sales has been inactive 
since June 25, 1976, prior to which time its sole function was 
to act as principal underwriter for Lighthouse Fund B, Inc. 
(“Lighthouse”) a registered, open-end management invest- 
ment company organized by Union Mutual Life. It is further 
stated that on June 25, 1976, Lighthouse sold substantially all 
of its assets to Sigma Capital Shares, Inc. (“Sigma”), a 
registered, open-end management investment company, in 
return for shares of Sigma. Lighthouse subsequently distrib- 
uted the Sigma shares to its shareholders, and it is in the 
process of dissolving. On September 7, 1976, the Commis- 
sion issued an order (Investment Company Act Release No. 
9428) pursuant to an application of Lighthouse declaring that 
Lighthouse had ceased to be an investment company as 
defined in the Act. Applicant states that Unionmutual Sales 
has not otherwise acted as a broker-dealer and that Union 
Mutual Life has advised Applicant that no definite plans have 
been formed concerning the future activities of Unionmutual 
Sales. 


Applicant states that Linsco was formed by either insurance 
companies (one being Unionmutual), each of which owns 
12.5% of its shares, in order to share the costs of establishing 
and operating a broker-dealer which would be licensed in 
most states for the retail sale of mutual fund shares and 
variable annuities. Insurance agents of the eight life insur- 
ance companies who desire to offer these products to their 
clients may register with the National Association of Securi- 
ties Dealers as registered representatives of Linsco. In addi- 
tion, it is stated that Linsco occasionally arranges private 
placements and real estate syndications and may otherwise 
act as a broker-dealer. Applicant represents that neither 
Unionmutual Sales nor Linsco has ever engaged in securities 
transactions on behalf of Applicant or has ever participated in 
the sale of Applicant's shares. 


According to the application, Bressler lives in Los Angeles, 
and his principal occupation is his position as Senior Vice 
President-Finance of Atlantic Richfield Company. It is repre- 
sented that Bressler, as a director of Union Mutual Life and 
Unionmutual, shares in the general responsibility of the 
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directors of both companies for the management of their 
affairs, but does not participate in the day-to-day operations 
of either company; that he is neither a director nor an officer 
of Unionmutual Sales or Linsco or in any other way a 
participant in the day-to-day operations of said broker-deal- 
ers; that other than his fees as a director of Union Mutual Life 
and Unionmutual, which comprise an insignificant portion of 
his total income, Bressler receives no remuneration from 
Union Mututal Life, its subsidiaries or Linsco; and that Bres- 
ster has no personal interest in the operation of Union Mutual 
Life, its subsidiaries or Linsco. 


Applicant represents and warrants to the Commission that, so 
long as Bressler remains one of its directors, Applicant will 
not knowingly purchase any securities from or through or sell 
any securities to or through, Union Mututal Life, its subsidi- 
aries or Linsco, and that neither Union Mututal Life nor Linsco 
will be permitted to participate in the distribution of Applicant's 
shares. 


Applicant requests that an order be issued, pursuant to 
Section 6(c) of the Act declaring that Bressler shall not be 
deemed an interested person of Applicant, the Adviser or the 
Sub-investment Adviser within the meaning of Section 
2(a)(19) of the Act solely by reason of his being a director of 
Union Mutual Life and Unionmutual. 


Section 6(c) of the Act provides that the Commission, by 
order upon application, may conditionally or unconditionally 
exempt any person or transaction from any provision of the 
Act or of any rule or regulation thereunder, if and to the extent 
that such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 9, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a, hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affadavit, or in the case of 
an attomey-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 
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For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 





George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9610/January 17, 1977 


In the Matter of 


PUTNAM TAX EXEMPT INCOME FUND 

(formerly Putnam Municiap Bond Fund) : : 
265 Franklin Street 

Boston, Massachusetts 02110 


(812-4029) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) 


On November 10, 1976, a notice was issued (Investment 
Company Act Release No. 9519) of an application filed on 
September 17, 1976, by Putnam Tax Exempt Income Fund 
(formerly “Putnam Municipal Bond Fund”) (“Applicant”), reg- 
istered under the Investment Company Act of 1940 (“Act”) as 
a diversified, open-end investment company for an order 
pursuant to Section 6(c) of the Act, declaring that Mr. Avery 
Rockefeller, Jr. (“Rockfeller”), Mr. Donald J, Hurley (‘Hur- 
ley”), and Mr. Hans H. Estin (“Estin”), proposed trustees of 
Applicant, each shall not be deemed to be an “interested 
person” of the Applicant, or The Putnam Management Com- 
pany, Inc. (‘Adviser’), the investment adviser to the Appli- 
cant, or Putnam Fund Distributors, Inc. (“PFD”), principal 
underwriter of the Applicant, within the meaning of Section 
2(a)(19) of the Act, by reason of their being directors of, with 
respect to Rockefeller, The Home Insurance Company and, 
with respect to Hurley and Estin, The Boston Company, Inc. 
and/ or Boston Safe Deposit and Trust Company. On Decem- 
ber 6, 1976, Applicant filed an amendment to the application. 
On December 13, 1976, a revised notice was issued (Invest- 
ment Company Act Release No. 9568). 





The original notice and the revised notice gave interested 
persons opportunities to request a hearing and stated that an 
order disposing of the application would be issued as of 
course unless a hearing should be ordered. No requests for a 
hearing have been filed and the Commission has not ordered 
a hearing. 


The matter having been considered, it is found tha the 
requested exemption from Section 2(a)(19) of the Act is 
appropriate in the public interest and consistent with the 
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protection of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
Rockefeller, Hurley and Estin be, and are hereby, exempted 
from the definition of “interested person,” within the meaning 
of Section 2(a)(19) of the Act, of the Applicant, the Adviser, or 
PFD to the extent each would be included with the definition 
by reason of their being directors of, with respect to Rockefel- 
ler, The Home Insurance Company and, with respect to 
Hurley and Estin, The Boston Company, Inc. and/or Boston 
Safe Deposit and Trust Company. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9611/January 17, 1977 


In the Matter of 


CONTINENTAL INDIVIDUAL RETIREMENT TRUST 


and 


CONTINENTAL ILLINOIS NATIONAL BANK AND TRUST 
COMPANY OF CHICAGO, Trustee 

231 South LaSalle Street 

Chicago, Illinois 60693 


(812-3961) 
ORDER PERMITTING WITHDRAWAL OF APPLICATION 


On September 29, 1976, a notice was issued (Investment 
Company Act Release No. 9462) of the filing of an application 
by Continental Individual Retirement Trust (“CIRT”) and 
Continental Illinois National Bank and Trust Company of 
Chicago (‘Continental Bank”) for an order of the Commission 
pursuant to Section 6(c) of the Investment Company Act of 
1940 (“Act”) exempting CIRT from all provisions of the Act 
except Sections 36(a) and 36(b) thereof. On January 10, 
1977, Continental Bank requested that the application be 
withdrawn. 


The matter has been considered, and it has been found 
appropriate to permit the withdrawal of the pending applica- 
tion. Accordingly, 


IT IS ORDERED that the aforementioned application be, and 
is hereby, withdrawn, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9612/January 18, 1977 


In the Matter of 


THE WILLOW FUND, INC. 
1 Chase Manhattan Plaza 
New York, New York 10005 


(812-4076) 


NOTICE OF FILING OF APPLICATION PURUSANT TO 
SECTION 10(e) OF THE ACT FOR A TEMPORARY ORDER 
OF EXEMPTION FROM SECTION 10(b) OF THE ACT. 


NOTICE IS HEREBY GIVEN that the Willow Fund, Inc. 
(“Applicant”), an open-end non-diversified management in- 
vestment company registered under the Investment Com- 
pany Act of 1940 (the “Act’), has filed as application on 
January 4, 1977, and an amendment thereto on January 17, 
1977, pursuant to Section 10(e) of the Act for an order of the 
Commission temporarily exempting Applicant from the re- 
quirements of Section 10(b) of the Act to the extent specified 
therein. All interested persons are referred to the application 
on file with the Commission for a statement of the representa- 
tions contained therein, which are summarized below. 


Wertheim & Co., Inc (the “Corporation’) is an investment 
banking firm and a broker-dealer registered under the Securi- 
ties Exchange Act of 1934. The Corporation acts as Appli- 
cant’s regular broker in the execution of its portfolio transac- 
tions, and is also the principal underwriter of Applicant's 
shares. Wertheim & Co., a partnership, owns substantially all 
the outstanding voting stock of the Corporation. Wertheim 
Advisers, Inc. (“Advisers”), a wholly-owned subsidiary of the 
Corporation, acts as investment adviser to Applicant, and the 
Corporation acts as Applicant’s sub-investment adviser. Ap- 
plicant and Advisers have no employees other than their 
officers. All of Applicant's officers are affiliated persons or 
intersted persons of the Corporation. All persons who perform 
services for Applicant are employees of the Corporation or 
one of its subsidiaries. The Corporation provides the neces- 
sary personnel and services to permit Advisers to serve 
Applicant. Applicant has no facilities apart from those pro- 
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vided by the Corporation. Applicant represents that Wertheim 
& Co. and Advisers, and all partners, directors, officers and 
employees thereof, are affiliated persons or interested per- 
sons of the Corporation within the meaning of Sections 
2(a)(3) and 2(a)(19){B), respectively, of the Act. 


Prior to December 16, 1976, the Applicant’s Board of Direc- 
tors consisted of five members, two of whom are affiliated 
and interested persons of the Corporation, and three of whom 
were not affiliated or interested persons of the Corporation. 
The application states that on December 16, 1976, one of 
the non-affiliated and non-interested directors of Applicant 
resigned unexpectedly leaving two of Applicant's current four 
directors, Messrs. Frederick A. Klingenstein and Robert Bach, 
as affiliated and interested persons of the Corporation, and 
Applicant's two other current directors as non-affiliated and 
non-interested persons of the Corporation. As a result of this 
resignation, the non-affiliated and non-interested directors of 
Applicant are no longer in a majority on Applicant's Board of 
Directors. Section 10(b) of the Act provides, in pertinent part, 
that it is unlawful for a registered investment company to 
employ as its regular broker, or to use as principal underwri- 
ter of its shares or to have as a director, officer or employee 
any person afffiliated with an investment banker, unless a 
majority of the board of directors of such registered company 
shall be persons who are (i) not affiliated persons of such 
broker, (ii) not interested persons of any such principal 
underwriter, or (iii) not affiliated persons of any investment 
banker, respectively. 


Section 10(e) of the Act provides, in pertinent part, that if by 
reason of the bona fide resignation of any director the 
requirements of Section 10(b) of the Act shall not be met by 
an investment company, the operation of such provision shall 
be suspended for a period of sixty days if a vote of stockhold- 
ers is required to fill the vacancy, or for such longer period as 
the Commission may prescribe by order upon application as 
not inconsistent with the protection of investors. 


Applicant represents that its remaining directors cannot fill the 
vacancy created by the December 16, 1976, resignation 
because of the requirements of Section 16(a) of the Acct, 
which provide, in pertinent part, that immediately upon filling a 
director vacancy by vote of the remaining directors at least 
two-thirds of the directors of an investment company must 
have been elected by the stockholders at the last annual 
meeting. The application states that three of Applicant’s four 
current directors were elected by the stockholders of Appli- 
cant at its last Annual Meeting of Stockholders; and that one 
director was elected in July, 1976, by Applicant’s board of 
directors to fill a vacancy created by the earlier resignation of 
another non-interested director, who had been elected by the 
stockholders and was forced to retire as a result of serious 
illness. The application further states that under Section 10(e) 
of the Act, Applicant has 60 days, or until February 14, 1977, 
to have its stockholders elect a new non-interested director if 
the Corporation is to continue to serve as Applicant's regular 
broker and principal underwriter, if Messrs. Klingenstein and 
Bach are to remain directors of Applicant, and if the current 
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officers of Applicant are to remain its officers after that date. 
The application further states that if stockholder action is not 
taken by February 14, 1977, the normal operations of Appli- 
cant will cease, because Applicant has no facilities or serv- 
ices apart from the Corporation, unless Applicant hires its 
own personnel and arranges for its own facilities and opera- 
tions before that date. 


Applicant represents that its Board of Directors has deter- 
mined that it is the prudent course to retain the Corporation 
as Applicant's regular broker and principal underwriter, to 
retain Messrs. Klingenstein and Bach as directors, and to 
retain Applicant's current officers past February 14, 1977, 
until Applicant's 1977 Annual Meeting of Stockholders, and 
thereby prevent a serious disruption in the normal operations 
of Applicant. Applicant further states that it is the prudent 
course not to hold a special meeting of stockholders on or 
before February 14, 1977, for the purpose of electing an 
additional non-interested person to its board of directors, 
followed by the Annual Meeting or Stockholders of Applicant 
soon thereafter. 


Applicant represents that it is not practiceable to have its 
Annual Report to Stockholders, which under Rule 14a-3 of 
the Securities Exchange Act of 1934 must accompany or 
precede Applicant's proxy statement, prepared and delivered 
in time so as to combine the Annual Meeting of Stockholders 
with a special meeting of stockholders which would otherwise 
be required to be held by February 14, 1977, under Section 
19(e) of the Act. Applicant also represents that its By-Laws 
provide for an Annual Meeting date of the third Tuesday in 
April in each year. Applicant states that unless the Commis- 
sion grants the exemption requested, it will be required to 
hold a special meeting of stockholders, to be followed within 
a relatively short period by its Annual Meeting. Applicant 
further represents that its Board of Directors have determined 
that the interest of stockholders will not be adversely affected 
if Applicant continued to operate temporarily without a major- 
ity of directors who are neither affiliated persons nor inter- 
ested persons of the Corporation, if Applicant is spared the 
expense of holding a Special Meeting of Stockholders. 


On the basis of the above information, Applicant requests the 
Commission to grant a temporary exemption to Applicant 
from the requirements of Section 10(b) of the Act from 
February 14, 1977, until the 1977 Annual Meeting of Stock- 
holders of Applicant, provided that such Annual Meeting is 
called and held not later than April 19, 1977, and at least 50 
percent of Applicant's board of directors continue to be non- 
affiliated and non-interested persons of the Corporation and 
Advisers. 


Applicant asserts that the granting of the application is 
consistent with the protection of investors, and will save the 
expense of holding a special stockholders’ meeting approxi- 
mately two months before the regularly scheduled Annual 
Meeting of Stockholders. 


NOTICE IS FURTHER GIVEN that any interested persons 

















may, not later than February 10, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission orders a 
hearing thereon. Any such communications should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the address 
set forth above. Proof of such service (by affidavit, or in case 
of an attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of course 
following said date, unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own mo- 
tion. Persons, who request a hearing or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9613/January 19, 1977 


In the Matter of 


THE CARDINAL FUND, INC. 
51 North High Street 
Columbus, Ohio 43215 


(812-4045) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 17(a) OF THE 
ACT. 


On December 22, 1976, a notice was issued (Investment 
Company Act Release No. 9579) of an application filed on 
October 19, 1976 and amended on November 16 and 
November 24, 2976, by The Cardinal Fund, Inc. (‘Cardinal’), 
registered under the Investment Company Act of 1940 (“Act”) 
as a diversified, open-end investment company, for an order 
pursuant to Section 17(b) of the Act exempting from the 
provisions of Sections 17(a) of the Act the proposed sale of 
Cardinal of 53,000 shares of Common Stock of Brodhead- 
Garrett Co. to The Ohio Company, the investment adviser to 
Cardinal. 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that the terms 
of the proposed transaction are reasonable and fair and do 
not involve overreaching on the part of any person con- 
cerned, and that the proposed transaction is consistent with 
the policy of Cardinal and with the general purposes of the 
Act. Accordingly, 


IT IS ORDERED pursuant to Section 17(b) of the Act, that 
the proposed transaction as set forth in the application be, 
and it hereby is, exempted from the provisions of Section 
17(a) of the Act, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9614/January 19, 1977 


In the Matter of 


THE CASH MANAGEMENT TRUST OF AMERICA 
611 West Sixth Street 
Los Angeles, California 90017 


(812-4050) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 19(b) OF THE 
ACT AND RULE 19b-1 THEREUNDER. 


On December 22, 1976, a notice was issued (Investment 
Company Act Release No. 9581) of an application filed on 
October 29, 1976, by The Cash Management Trust of 
America (“Applicant”), an open-end, diversified investment 
company registered under the Investment Company Act of 
1940 (“Act”), pursuant to Section 6(c) of the Act, for an order 
of exemption from the provisions of Section 19(b) of the Act 
and Rule 19b-1 thereunder which limit the distribution of long- 
term capital gains to not more than once in any one taxable 
year. 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
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Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested exemption is necessary or appropri- 
ate in the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Section 19(b) 
of the Act and Rule 19b-1 thereunder, to the extent re- 
quested, be, and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9615/January 19, 1977 


In the Matter of 


GOLD INCOME INVESTORS, INC. 
122 East 42nd Street 
New York, New York 10017 


(811-2569) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 8(f) OF THE INVESTMENT 
COMPANY ACT OF 1940 DECLARING THAT THE APPLI- 
CANT HAS CEASED TO BE AN INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that Gold Income Investors, Inc. 
(‘Applicant’), registered under the Investment Company Act 
of 1940 (“Act”) as an open-end, diversified management 
investment company, filed an application on December 23, 
1976, for an order of the Commission, pursuant to Section 
8(f) of the Act, declaring that it has ceased to be an 
investment company as defined in the Act. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations contained 
therein, which are summarized below. 


The Applicant was incorporated under the laws of Maryland 
on December 16, 1974; and registered with the Commission 
under the Act on May 5, 1975. The Applicant states that it 
has never issued any securities, has no intention of ever 


issuing any securities, and has no outstanding assets or 
liabilities. 
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The Applicant further represents that its Board of Directors 
has authorized its dissolution, and that articles of dissolution 


have been forwarded for filing with the appropriate authorities 
of the state of Maryland. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment company has 
ceased to be an investment company, it shall so declare by 
order, and upon the taking effect of such order the registra- 
tion of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 14, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature of 
his interest, the reasons for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication shall be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon the Applicant at the 
address stated above. Proof of such service (by affadavit or, 
in the case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 0-5 
of the Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 ‘ 
Release No. 9616/January 19, 1977 


In the Matter of , 
THE VANGUARD GROUP, INC. 
and i 


WELLINGTON FUND, INC. 
WINDSOR FUND, INC. 
IVEST FUND, INC. 
EXETER FUND, INC. 














1 @ 


, ) 1, 1975. 
iy 


GEMINI FUND, INC. 

EXPLORER FUND, INC. 

TRUSTEES’ EQUITY FUND, INC. 
WELLESLEY INCOME FUND, INC. 

W. L. MORGAN GROWTH FUND, INC. 
WESTMINSTER BOND FUND, INC. 
WHITEHALL MONEY MARKET TRUST 
QUALIFIED DIVIDEND PORTFOLIO, INC. 
QUALIFIED DIVIDEND PORTFOLIO Il, INC. 


and 


FIRST INDEX INVESTMENT TRUST 
P.O. Box 1100 


Valley Forge, Pennsylvania 19482 
(812-4004) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTIONS 6(c) AND 17(b) OF THE ACT 
AND RULE 17d-1 THEREUNDER PERMITTING CERTAIN 
PROPOSED TRANSACTIONS _ 


NOTICE IS HEREBY GIVEN that The Vanguard Group, Inc. 
(“Vanguard”), and Wellington Fund, inc., Explorer Fund, Inc., 
Trustees’ Equity Fund, Inc., Wellesley Income Fund, Inc., W. 
L. Morgan Growth Fund, Inc., Westminster Bond Fund, Inc., 
Whitehall Money Market Trust, Qualified Dividend Portfolio, 
Inc., and Qualified Dividend Portfiolio Il, Inc., all open-end, 
diversified management investment companies, and Gemini 
Fund, Inc., a closed-end, diversified investment company 
(“Vanguard Funds”), all of which are registered under the 
Investment Company Act of 1940 (‘Act’), and First Index 
Investment Trust (“Index Trust’), a newly organized open- 
end diversified management investment company registered 
under the Act (collectively, “Applicants”), filed an application 
on August 5, 1976, and amendments thereto on October 7 
and November 19, 1976, pursuant to Sections 6(c) and 17(b) 
of the Act and Rule 17d-1 thereunder, for an order permitting 
Applicants to engage in certain transactions. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations contained 
therein, which are summarized below. 


On February 18, 1975, the Commission issued an order 
(Investment Company Act Release No. 8676) pursuant to an 
application filed by Vanguard, Vanguard Funds and Welling- 
ton Management Company (“WMC”), the Vanguard Funds’ 
investment adviser and principal underwriter, to permit, in 
substance, the partial internationalization of the Vanguard 
Funds through Vanguard, a corporation owned by the Van- 
guard Funds which provides them with corporate manage- 
ment and administrative services at cost. Pursuant to this 
arrangement, each of the Vanguard Funds contributed to the 
capital of Vanguard in proportion to such fund's relative net 
assets. Adjustments will be made periodically to maintain 
proportional ownership by each of the Vanguard Funds. 
Applicants state that after approval by the shareholders of 
each Vanguard Fund, Vanguard began its operations on May 


Index Trust is a new investment company organized by WMC 
to provide investment results that correspond to the price and 
yield performance of common stocks as represented by the 
Standard & Poor's 500 Composite Stock Price Index. The 
Trustees of the Trust also serve as the Directors of Vanguard 
and the Vanguard Funds, and the principal executive officers 
of the Trust are the same persons who serve as the principal 
executive officers of Vanguard and the Vanguard Funds. The 
Vanguard Funds’ Service Contract makes provision for other 
registered investment companies to become parties to the 
agreement and join in the “at cost” arrangements for corpo- 
rate management and administrative services. The Vanguard 
Funds propose to permit Index Trust to become a party to the 
agreement. Index Trust will participate in the capitalization of 
Vanguard, which is limited to .05% of the net assets of each 
party to the agreement. 


Section 17(a) of the Act, in pertinent part, prohibits an 
affiliated person of or principal underwriter for a registered 
investment company, acting as principal, knowingly to sell 
any security to such registered company, or knowingly to 
purchase from such registered investment company any 
security. Section 17(b) of the Act, however, provides that the 
Commission, upon application, shall exempt a transaction 
from the provisions of Section 17(a) if evidence establishes 
that the terms of the proposed transaction, including the 
consideration to be paid, are reasonable and fair and do not 
involve overreaching on the part of any person concerned, 
and that the proposed transaction is consistent with the policy 
of each registered investment company concerned and with 
the general purposes of the Act. 


Vanguard is an affiliated person of several of the Vanguard 
Funds which own more than 5% of its voting securities. 
Further, since there are common directors and Vanguard 
Funds and Index Trust will own all of Vanguard’s voting 
securities, Vanguard may be deemed to be directly or 
indirectly controlled by, or under common control with, one or 
more of the Vanguard Funds and Index Trust, and therefore 
Vanguard may be deemed to be an affiliated person of each 
of them and they may be deemed to be affiliated persons of 
each other. Thus, Applicants state the proposed purchases 
and sales of Vanguard shares by Index Trust among Van- 
guard and Vanguard Funds may be deemed subject to the 
provision of Section 17(a). 


Section 17(d) of the Act and Rule 17d-1 thereunder, in 
pertinent part, prohibit an affiliated person of a registered 
investment company, or an affiliated person of such a person, 
acting as principal, form participating in, or effecting any 
transaction in connection with, any joint enterprise or arrange- 
ment in which any such registered investment company or a 
company controlled by such registered company is a partici- 
pant with the affiliated person unless an application regarding 
such transaction is filed with, and an order is granted by, the 
Commission permitting such joint enterprise or arrangement 
prior to its submission to security holders for approval; and 
provided that, in passing upon such application the Commis- 
sion will consider whether the participation of such registered 
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or controlled company in such arrangement is consistent with 
the provisions, policies and purposes of the Act, and the 
extent to which such participation is on a basis different from 
or less advantageous than that of other participants. 


Applicants state that Vanguard, Vanguard Funds and Index 
Trust may be deemed to be engaged in such a joint 
transaction and prohibited from having Index Trust join the 
Vanguard Fund Group unless the Commission issues an 
order allowing the implementation of such proposal. 


Applicants, therefore, request an order pursuant to Section 
17(b) of the Act and Rule 17d-1 thereunder (1) exempting 
from Section 17(a) of the Act the transaction whereby Van- 
guard will issue and Index Trust will purchase securities of 
Vanguard as described above; (2) exempting from Section 
17(a) of the Act the transactions whereby each of the 
Vanguard Funds and Index Trust periodically may purchase 
and sell securities of Vanguard among themselves to main- 
tain ownership of Vanguard proportional to their assets; and 
(3) permitting Vanguard, Vanguard Funds, and Index Trust to 
enter into and implement the proposed joint transaction 
whereby Index Trust joins the Vanguard Funds described 
herein. 


The application further states that on August 23, 1976, 
Vanguard became registered under the Investment Advisers 
Act of 1940 (“Advisers Act’) with a view towards rendering 
investment advisory services to persons other than the 
Vanguard Funds, including Fiduciaries Index Trust, a private 
business trust recently organized by Vanguard as a vehicle 
through which institutional investors can acquire “index 
matching services” similar to those which Vanguard will 
provide to Index Trust. Section 12(d)(3) of the Act, in 
pertinent part, prohibits, with exceptions unavailable to Appli- 
cants, a registered investment company from acquiring any 
security issued by a registered investment adviser. Thus, 
Section 12(d)(3) would prohibit the Vanguard Funds, includ- 
ing Index Trust, from acquiring shares of Vanguard pursuant 
to the Vanguard Service Agreement. 


Section 6(c) of the Act provides, in pertinent part, that the 
Commission by order upon application may exempt any 
classes of transactions from any provisions of the Act if and 
to the extent that such exemption is necessary or appropriate 
in the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicants believe that the exemptions they request are 
necessary and appropriate primarily because the internation- 
alization of the management of their corporate administrative 
affairs through Vanguard achieves increased independence 
from and an increased ability to monitor and evaluate the 
performance of any external investment adviser or distributor, 
and providing administrative services at a reasonable cost. 
They further state that the arrangement increases their 
bargaining power in obtaining advisory and underwriting 
services and reduces the expenses both immediately and in 
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the long run by having corporate administrative services 
performed at cost. Vanguard Funds and Vanguard state that 
the addition of Index Trust to The Vanguard Fund Group 
arrangements will produce additional benefits to the Van- 
guard Funds because of the ability to spread Vanguard’s 
fixed costs of operation over a larger asset base, producing 
economies of scale. Vanguard asserts it has the capability to 
provide services to Index Trust without inpairing the quality of 
service to others. 


The application states that the proposed contribution to the 
capitalization of Vanguard by Index Trust is reasonable in 
view of the anticipated working capital needs of Vanguard 
and the de minimis portion of its assets to be invested, and 
fair since each investment company will contribute capital in 
proportion to its current net assets with the capital contribu- 
tion being adjusted periodically so that no investment com- 
pany will have a disproportionate investment. Applicants 
further state that the essential purposes of the proposal are 
consistent with the provisions, policies and purposes of the 
Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 14, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affadavit, or in the case of 
an attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7737/January 18, 1977 


SEC v. ENERGY RESERVE, INC., ALFRED SPRENGER, 
ET. AL. 
(D.C. CAL., C-76-3949 RMT) 


Gerald E. Boltz, Regional Administrator of the Los Angeles 
Regional Office announced that on December 21, 1976, a 
complaint seeking a preliminary injunction and ancillary relief 
in the form of the appointment of a receiver was filed in the U. 
S. District Court for the Central District of California against 
Energy Reserve, Inc. (Mericle Oil Company), Cooperative Oil 
Investments, Inc., Alfred Sprenger, Roger Sherer and Con- 
rad Sprenger, all of Phoenix, Arizona. 


The Commission’s complaint alleges violations of the anti- 
fraud provisions of the federal securities laws in connection 
with the offer and sale of securities in the form of fractional 
undivided interests in oil wells located in California, West 
Virginia and Colorado. Specifically the complaint alleges that 
the defendants omitted to state material facts to investors, 
including the insolvency of the defendant Energy Reserve, 
Inc., the existence of a prior permanent injunction involving 
violations of the registration and anti-fraud provisions of the 
federal securities laws against several of the defendants, the 
raising of drilling funds to drill wells which had previously 
been substantially drilled, the payment of excessive commis- 
sions to salesmen as well as the oversale of interests in 
particular wells. The Commission’s complaint further alleges 
misrepresentations of material facts including the failure of 
the defendant, Energy Reserve, Inc. to set up trust accounts 
for each well when all drilling monies wee commingled into 
one operating account, the failure to disclose that an investor 
was purchasing an interest in production in an entire oil field 
rather than in a particular identifiable well, and the failure to 
disclose that a substantial percentage of drilling monies were 
not used to drill particular wells as represented, but were in 
fact used to pay other business expenses. Finally, the Com- 
mission’s complaint alleges that the defendants’ conduct re- 
sulted in fraudulent sales of approximately $2 million involv- 
ing nearly 1800 investors. 


A hearing is scheduled for February 7, 1977. 





Litigation Release No. 7738/January 18, 1977 
SEC v. TRENDEX OIL COMPANY, INC. 


AND GERALD G. WILLIAMS, [SOUTHERN 
DISTRICT OF MISSISSIPPI, SOUTHERN 
DIVISION, CIVIL ACTION NO. S76-224(N) 


Jule B. Greene, Administrator of the Atlanta Regional Office 
of the Securities and Exchange Commission, today an- 
nounced that on January 7, 1977 an Order of Preliminary 
Injunction was entered by Federal District Judge Walter L. 
Nixon, Jr. at Biloxi, Mississippi against Trendex Oil Company, 
Inc. and Gerald G. Williams, president, both of Picayune, 
Mississippi. 


The Order entered preliminarily enjoins Trendex Oil Com- 
pany, Inc. and Gerald G. Williams from further violations of 
the registration and antifraud provisions of the federal securi- 
ties laws. The defendants consented to the entry of the order 
without admitting or denying the allegations in the Commis- 
sion’s complaint. 


The Commission's complaint alleged that Trendex Oil Com- 
pany, Inc. and Gerald G. Williams violated registration and 
antifraud provisions of the federal securities laws in connec- 
tion with the offer and sale of fractional undivided interests in 
oil and gas rights in an oil well to be drilled in Eastland 
County, Texas. 


For further information, see Litigation Release No. 7542. 





Litigation Release No. 7739/January 18, 1977 


U.S. v. CARL POWERS, ET AL. 
(D. UTAH, CR-74-52) 


Mark M. Richards, Chief of the Criminal Fraud Section of the 
United States Department of Justice, Ramon M. Child, United 
States Attorney for the District of Utah, and Robert H. 
Davenport, Administrator of the Denver Regional Office of the 
Securities and Exchange Commission jointly announced that 
the Tenth Circuit Court of Appeals on January 4, 1977, 
issued an opinion upholding the conviction and sentencing by 
the Federal District Court in Salt Lake City, Utah of Francis 
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Lund, Carl Powers and Virgil Redmond, all of Salt Lake City, 
Utah. Lund, Powers and Redmond were convicted by a 
federal jury on October 3, 1975 of eight counts of an 
indictment for fraud in connection with the sale of common 
stock of Rio de Oro Mining Company. On October 22, 1975, 
they were each sentenced to 18 years in prison and fined 
$40,000 each. 


For further information see Litigation Release Nos. 6355, 
6363, 7120, and 7151. 





Litigation Release No. 7740/January 18, 1977 


U.S. v. RICHARD T. CARDALL, ET AL. 
(D. UTAH CR-74-53) 


Mark M. Richards, Chief of the Criminal Fraud Section of the 
United States Department of Justice, Ramon M. Child, United 
States Attorney for the District of Utah, and Robert H. 
Davenport, Administrator of the Denver Regional Office of the 
Securities and Exchange Commission jointly announced that 
the Tenth Circuit Court of Appeals on December 29, 1976, 
issued an opinion upholding the conviction and sentencing by 
the Federal District Court in Salt Lake City, Utah of Richard T. 
Cardall of Salt Lake City, Utah and Golden Rule Associates, 
a non-profit Utah corporation. 


They were convicted on October 14, 1975 by a federal jury in 
Salt Lake City, Utah on nine counts of fraud, failure to register 
with the Securities and Exchange Commission, and conspir- 
acy in connection with the sale of the common stock of 
Intemational Chemical Development Corporation. On Octo- 
ber 22, 1975, Cardall and Golden Rule Associated were fined 
$50,000 each and Cardall was sentenced to 18 years in 
prison. 


For further information see Litigation Release Nos. 4595, 
4752, 5273, 6338, 6445, 6510, and 7150. 





Litigation Release No. 7741/January 18, 1977 


SEC v. WALTER WENCKE, ET AL. 
(S.D. Cal., Civ. No. 76-0783-GT) 


Gerald Boltz, Regional Administrator for the Los Angeles 
Regional Office, announced the issuance, on December 22, 
1976, of a preliminary injunction, appointment of a special 
master, and other interim relief in SEC v. Walter Wencke. 
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On July 22, 1976, the Commission filed the Complaint in this 
action which alleged that Walter Wencke, a San Diego 
lawyer-businessman, had engaged in a scheme to take over 
and loot Sun Fruit, Ltd., a company with over 1,000 public 
shareholders. Sun Fruit was formerly known as Royal Execu- 
tive Inns of America (and Rinn Corp.) and was, at one time, 
located in Provo, Utah. 


In September, 1976, the Commission filed a motion for 
preliminary relief. On December 22, 1976, the Honorable 
Gordon Thompson, Jr. (of the Southern District of California) 
entered an order of preliminary injunction against Walter 
Wencke (‘“Wencke"’), Cathryn Wencke (‘Wencke’s 
(Wencke's wife), Time-Lenders, Inc. (a publicly-owned com- 
pany controlled by Wencke), and numerous trust and corpo- 
rate entities allegedly utilized by Wencke in his scheme. The 
preliminary injunction enjoined further violations of the anti- 
fraud, periodic reporting and various proxy provision of the 
Securities Act and the Exchange Act. 


Judge Thompson also appointed a special master, the Hon- 
orable Harry R. McCue (U.S. Magistrate-Southern District of 
California). The special master was given “full supervisory 
power” over both Time-Lenders and the San Diego Environ- 
mental Charitable Trust (an entity to which, according to the 
Commission, Wencke fraudulently transferred certain hotel 
assets of the publicly owned Sun Fruit). In a separate action 
(SEC v. Time-Lenders, Inc., S.D. Cal. 75-1032-GT), the 
Commission alleged that Wencke took Time-Lenders “pri- 
vate” in violation of the Exchange Act. That action is pending. 


Judge Thompson's order in SEC v. Wencke, which granted 
preliminary injunctions and which placed certain entities un- 
der court protection, was based on the Court's preliminary 
finding that the “Commission has made a prima facie case 
that Wencke has engaged in fraud and mismanagement with 
respect to Sun Fruit [and] Time-Lenders. ... The Commis- 
sion has also made a prima facie showing that [certain] hotel 
operations . .. were transferred out of defendant Sun Fruit in 
violation of the federal securities laws.” The Court also 
preliminarily found that Wencke engaged in “the knowing and 
intentional dissemination [of false and misleading statements] 
into the marketplace while [Sun Fruit] stock was trading 
publicly .. .,” and thus violated the anti-fraud provisions of the 
federal securities laws. 


Walter Wencke and Cathryn Wencke are the sole remaining 
individual defendants to this action. All other individual de- 
fendants consented to permanent injunctions and other relief 
without admitting or denying the allegations in the Commis- 
sion’s complaint. Those individual defendants include Richard 
Mets (of Fresno, California—a Sun Fruit director and officer), 
Paul Potter (of San Diego—a Sun Fruit director and officer), 
and John Dees (of Fresno, California—a certified public ac- 
countant and outside auditor for Sun Fruit). 


For further information See Litigation Release No. 7517, 
August 10, 1976. 




















Litigation Release No. 7742/January 18, 1977 


UNITED STATES v. GABRIEL T. PODLOFSKY AND MAR- 
VIN F. ROSENBAUM, 
76 Crim. 757 (S,D,N.Y,) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission (“Com- 
mission”) and Robert B. Fiske, Jr., United States Attorney for 
the Southern District of New York, announced that on No- 
vember 11, 1976 and November 16, 1976, respectively, 
Gabriel T. Podlofsky (“Podlofsky”) and Marvin F. Rosenbaum 
(‘Rosebaum”) plead guilt to two counts of a thirty (30) count 
indictment charging them with conspiracy to violate the 
federal securities and mail fraud statutes as well as the laws 
prohibiting the filing of false statements in securing loans from 
federally insured banks (See Litigation Release No. 7562). 


On each of the two counts, Podlofsky and Rosenbaum were 
sentenced to two-year prison terms, the sentences to run 
concurrently. Execution of the prison sentences was sus- 
pended and defendants were placed on probation for a two- 
year period. In addition, Podlofsky was fined $10,000 on each 
of the two counts and Rosenbaum was fined $7,500 on each 
of the two counts. 


Defendants, in a related civil action brought by the Commis- 
sion on June 3, 1975, had previously consented to the entry 
of permanent injunctions. See SEC v. Airways Enterprises, 
Inc., et al., 75 Civil 2635 (S.D.N.Y.); Litigation Release Nos. 
6926 and 6994. 


The defendants are the former President and Treasurer, 
respectively, of Airways Enterprises, Inc. (“Airways”), a Dela- 
ware corporation whose sole subsidiary, North Cay Airways, 
Inc. (“North Cay”), is engaged in the short-haul air-taxi cargo 
services in Puerto Rico and its neighboring islands. 





Litigation Release No. 7743/January 19, 1977 


SEC v. Getty Financial Corporation, United States District 
Court for the District of Columbia, Civil Action No. 76-2050 


The Securities and Exchange Commission (“Commission”) 
announced that on January 10, 1977, the Honorable William 
B. Bryant of the U.S. District Court for the District of Columbia 
entered a permanent injunction against Getty Financial Cor- 
poration (“Getty”) of Pacific Palisades, California, enjoining 
Getty from failing to file timely and in proper form current and 
periodic reports in contravention of Section 13(a) of the 


Securities Exchange Act of 1934 and the rules and regula- 
tions thereunder. 


According to the Commission's complaint against Getty filed 
November 4, 1976, the company failed to file with the 
Commission in proper form its annual report on Form 10-K for 
its fiscal year ended August 31, 1975. In a preliminary 
injunction entered on November 19, 1976, Judge Bryant 
ordered Getty to file the August 31, 1975 annual report on 
Form 10-K by November 26, 1976. Getty filed on November 
26, 1976 that annual report on Form 10-K a current report on 
Form 8-K for January of 1975 and amended several previ- 
ously filed Form 10-Q quarterly reports. 





Litigation Release No. 7744/January 19, 1977 


SEC v. Clarence H. Wagner 
(Civil Action No. 72-645-G) 


James N. Gabriel, United States Attorney at Boston, Massa- 
chusetts and Floyd H. Gilbert, Regional Administrator of the 
Boston Regional Office of the Securities and Exchange 
Commission, announced that on January 13, 1977 a federal 
jury at Boston, Massachusetts returned guilt verdicts on 
fourteen counts of mail fraud and thirteen counts of securities 
fraud against Clarence H. Wagner formerly of Wellesley, 
Massachusetts now of Tulsa, Oklahoma. The jury returned 
not guilty verdicts on four counts of making false statements 
to the Securities and Exchange Commission. Charges 
against corporate defendants C. H. Wagner & Co. and 
Wagner Funding Corporation were dismissed by the court at 
the request of the United States Attorney prior to trial. 


The indictment in this case was returned on June 21, 1976 
and charged the defendant with mail fraud. and securities 
fraud in the sale of certificates of deposit, savings and loan 
certificates and first mortgage notes of Cochise College Park, 
Inc. of Douglas, Arizona. Among other things it was alleged 
that the defendant devised a scheme to defraud by soliciting 
money from investors, representing that the money would be 
placed in banks and savings and loan associations and 
obtain for the investors certificates of deposit and savings and 
loan certificates at the specified interest rate, plus a bonus 
that was to be paid by the defendants companies. The 
defendant also offered and sold titled insured first mortgages 
to the investing public or real estate being developed in 
Douglas, Arizona representing that the mortgages would be 
discounted to yield 12% interest per year to the investor. The 
indictment charged that the defendant divested investors 
funds to uses other than those promised, that such diversion 
was concealed from investors by various fraudulent means 
and that investors failed to receive the securities they had 
purchased in the amount of over $1,000,000. 
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Sentencing in the case has been scheduled for February 2, 
1977. 


For further information see Litigation Release No. 7471. 





Litigation Release No. 7745/January 19, 1977 


S.E.C. v. S. Hayward Wills, Russell E. Kemmerer, Paul R. 
Stuken, and Marvin F. Hartung 
Civil Action No. 77-0097 


The Securities and Exchange Commission (“Commission”) 
announced the filing of a civil complaint in the United States 
District Court for the District of Columbia on January 19, 1977 
which seeks to enjoin three former executive officers of GAC 
Corporation and its major subsidiaries, S. Hayward Wills, 
former President and Chairman of the Board of GAC, Russell 
£. Kemmerer, former Chief Financial Officer and Vice Presi- 
dent of GAC, and Paul R. Stuken, former Chief Accounting 
Officer, Controller and Vice President of GAC, and GAC’s 
outside legal counsel, Marvin F. Hartung, from further viola- 
tions of the anti-fraud, reporting, proxy solicitation, tender 
offer and registration provisions of the Federal securities 
laws. The complaint alleges that the defendants engaged in a 
scheme spanning over 18 months during 1974 and 1975 to 
impair and subvert the rights and interests of the public 
debentureholders of GAC’s subsidiary, GAC Properties 
Credit, Inc. (“Credit”) and to conceal the extent of financial 
deterioration of GAC and its subsidiaries, GAC Properties, 
Inc. (“Properties”) and Credit. The GAC companies are 
presently involved in reorganization proceedings pursuant to 
Chapter X of the Federal Bankruptcy Act. 


GAC is a land development holding company, whose wholly- 
owned subsidiary, Properties, has been engaged in the 
business of subdividing and selling land on the installment 
contact basis. Properties has obtained funds for its operations 
since about 1970 by selling its contracts receivables to its 
wholly-owned subsidiary, Credit. Credit's business was sub- 
ject to a number of limitations which were set forth in an 
Operating Agreement with Properties and in the Indentures 
applicable to the debenture issues. 


The Commission's allegations primarily concern the transfer 
of over $39 million in cash by Credit to Properties in 
transactions out of the ordinary course of business and in 
violation of the provisions of the Indentures applicable to 
Credit’s debentures and the Operating Agreement with Prop- 
erties. The complaint alleges that these transfers enabled 
Properties and GAC to service their debt’ and to thereby 
create a false and misleading appearance with respect to the 
financial condition of the GAC complex. These transfers were 
allegedly accomplished by automatic daily advances of sub- 
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stantially all of Credit’s cash receipts to Properties and 
allegedly resulted in overadvances to Properties which consti- 
tuted deficiencies in reserves which reserves were required 
by the Operating Agreement and Indentures to be maintained 
at all times. 


In order to cover-up these deficiencies, the complaint alleges, 
the defendants Wills, Kemmerer and Stuken caused Credit to 
repurchase its own stock and purportedly purchase other 
assets from Properties, which purchases also violated and 
subverted the basic provisions of the Indentures and Opera- 
tion Agreement. The complaint further alleges the Credit 
continued to make overadvances of cash and continued to 
purchase assets from Properties during the pendency of an 
unsuccessful exchange offer to Credit’s debentureholders in 
late 1975. 


The complaint alleges that the prospectus for the exchange 
offer made by Credit as well as reports and proxy materials 
filed with the Commission and disseminated to investors by 
GAC and Fredit failed to make adequate disclosure concern- 
ing the foregoing activities. In addition, it is alleged that Wills, 
Kemmerer and Stuken caused Credit to make: false and 
misleading statements designed to induce Credit’s deben- 
tureholders to accept the exchange offer, including state- 
ments concerning the consequences of bankruptcy in the 
event the exchange offer failed. The complaint also alleges 
that Credit repurchased about $20 million of its debentures in 
1974 and 1975 without public disclosure of such activities 
and in preference to debentureholders who sold debentures 
to Credit. It is also alleged that Credit made disclosed 
guarantees of Properties development obligations in violation 
of the Operating Agreement. 


The complaint alleges that defendant Hartung participated in 
the violations by, among other things, issuing an unqualified 
legal opinion, which was referred to in Credit's exchange offer 
prospectus, affirming the propriety of certain pruchases of 
fixed assets by Credit from properties and which opinion is 
alleged to be false and misleading. The complaint also 
alleges participation on the part of Hartung in connection with 
undisclosed development guarantees by Credit and in the 
preparation of the false and misleading prospectus and in 
other false and misleading disclosures related to the ex- 
change offer. 





Litigation Release No. 7746/January 19, 1977 


SEC v. BERNARD G. MAXWELL. 
Civil Action No. P-Civ-76-125) 


The Chicago Regional Office announced that on January 6, 
1977 Federal District Judge Robert D. Morgan at Peoria, 

















Illinois, entered a Final Judgment permanently enjoining 
Or: G. Maxwell from violations of the registration and Central Choir Association, Inc. of Peoria, Illinois. (S.E.C. v. 
anti-fraud provisions of the securities laws. Entry of this relief Bernard G. Maxwell, U.S.D.C. Southern District of Illinois, 


was by a consent filed by the defendant in which he neither Civil Action No. P-Civ-76-125) (LR-7737) 
admitted nor denied the allegations in the Commission's 


complaint. Maxwell was formerly the President of the Library 
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